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CURRENT EVENTS 








Calendar of Events 


November 15—7:30 P. M.—Round 
Table Forum — Subject: Auto- 
mobile Dealers’ Accounting—Lo- 
cation: Engineering Auditorium, 


29 W. 39th Street, New York City. 


November 20—4:30 P. M. and 7:45 
P. M.—Society Meeting—Subject : 


Federal Taxation — Location: 
Waldorf-Astoria Hotel, Lexington 
Avenue and 49th Street, New 
York City. 

November 21—7:45 P. M.—Society 
Meeting — Subject: Social Se- 


curity Taxes—Location: Waldorf- 
Astoria Hotel, Lexington Avenue 
and 49th Street, New York City. 


November 27—8 P. M.— Round 
Table Forum—Subject: Restau- 
rant Accounting—Location: Engi- 
neering Auditorium, 29 W. 39th 
Street, New York City. 


December 6—8 P. M.—Round Table 
Forum — Subject: Contractors’ 
Accounting—Location: Engineer- 
ing Auditorium, 29 W. 39th Street, 
New York City. 


December 7 — Regular meeting of 
the Board of Directors. 


December 11—7:45 P. M.—Society 
Meeting — Subject: State Taxa- 
tion — Location: Waldorf - Astoria 
Hotel, Lexington Avenue and 49th 
Street, New York City. 


December 13—8 P. M.— Round 
Table Forum—Subject : Inventory 
Methods—Location: Engineering 
Auditorium, 29 W. 39th Street, 
New York City. 


November Meetings 


The annual tax meetings of the 
Society have been planned by the 
Meetings Committee of which Harold 
J. Beairsto is Chairman, and will be 
held during November and Decem- 
ber. The November 20th and 21st 
meetings will feature Federal and 
Social Security Taxes and will be 
conducted by the Federal Taxation 
Committee of which Francis P. 
Byerly is Chairman, and the Social 
Security Committee, of which W. 
Vincent Hall is Chairman. The De- 
cember meeting which will be held 
December 11, 1939, will be con- 
ducted by the State Taxation Com- 
mittee of which Leo Mattersdorf is 
Chairman. 


The program of the November 
meetings includes papers by Mem- 
bers of the Committees on the fol- 
lowing subects: “Net Operating 
Losses and Capital Gains and Losses 
under the Revenue Act of 1939”, 
“Tax Problems on Inventories under 
Last-in, First-out Basis”, “Some 
Comments on Federal Income Tax 
Administrative Problems”, “Review 
of Federal Tax Decisions, Rulings, 
etc. since November, 19387”, and 
“Changes in the Social Security 
Laws during 1939”. 


Our guest speakers are Maxwell 
E. McDowell, Head of Tax Depart- 
ment, Standard Oil Co. (New Jersey) 
speaking on “The New Method of 
Making Tax Laws”, and M. O. 
Loysen, Executive Director, Divi- 
sion of Placement and Unemploy- 
ment Insurance, New York State 
Department of Labor, speaking on 
“Problems Concerning Payroll Tax- 
ation”. 
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Round-Table Forums 


In October, announcement of the 
Fall series of round-table meetings 
was mailed to the members. Three 
of the meetings have been held. 

The attendance at these meetings 
and the requests of members for the 
continuance of this type of meeting 
has resulted in the Society’s arrang- 
ing for three additional meetings 
which will be held on Restaurant 
Accounting, Contractors’ Account- 
ing and Inventory Methods. 

The attendance at the meetings 
was so large that it necessitated a 
change of location from the Hotel 
Woodstock to the Engineering Audi- 
torium, 29 West 39th Street, New 
York City. 

The meetings on November 27th 
on Restaurant Accounting, Decem- 
ber 6th on Contractors’ Accounting 
and December 13th on Inventory 
Methods, will be held at 8 P. M. in- 
stead of at 7:30 P. M., and no dinner 
will precede the meetings. 

Expressions from members, and the 
attendance at the meetings give evi- 
dence that this type of meeting fills 
a long felt need of a great number of 
the members. The Society will con- 
tinue the round-table forums and a 
Spring series will be arranged. 


Society Publications 


The Publications Committee wishes 
to serve the membership to the best 
of its ability. In this connection The 
New York Certified Public Account- 
ant is not like a commercial publica- 
tion, the effectiveness of which can 
be measured by reference to circu- 
lation figures. Comments and sug- 
gestions by readers will, therefore, 
be especially welcomed. They should 
be addressed to the Publications 
Committee at the Society’s office. 

The New York Certified Public 
Accountant has been used for some 
time past as a means for publishing 
the addresses given at the Society 
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It has 
contained, where appropriate, ar- 
ticles on other matters of timely 


and Round-Table Meetings. 


interest. The Committee would be 
glad to have such articles submitted 
to it by members from time to time 
for inclusion when space will permit. 


Society Employment Service 


The end of the year brings with 
it the usual crop of problems 
amongst which may be listed the 
staffing of engagements and this 
prompts the Committee on Employ- 
ment to draw the attention of the 
members of the New York State 
Society again to the Employment 
Service maintained at the Society’s 
office. 

A recent examination of the file of 
registrants made by the members of 
the Committee revealed that there 
are on file a number of applications 
from men who are well qualified by 
education and experience for public 
accounting work, many of whom are 
certified public accountants and 
members of the Society. The Com- 
mittee on Employment, therefore, 
with confidence urges members of 
the Society who are augmenting 
their staffs to avail themselves of the 
service afforded them by the Society. 

A telephone message to the Soci- 
ety’s office describing fully the type 
of man desired, experience required, 
age, etc., is all that is necessary. 
Every care will be exercised in the 
selection of registrants sent for in- 
terview and in cases where suitable 
men are not available members will 
be immediately notified. No charge 
is made for the service either to em- 
ployer or employee. 

A regular and systematic use of 
the service by members of the Soci- 
ety who are employers is especially 
sought in order that the service may 
prove to be of increasing value to all 
members of the New York State 
Society. 
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Current Events 


Committee Chairmen Meeting 


On October 9th, the Chairmen of 
the Society’s standing and technical 
committees met for dinner with the 
Board of Directors and past presi- 
dents of the Society for an informal 
discussion of plans for the ensuing 
a | 

President Victor H. Stempf, speak- 
ing to those present, emphasized the 
fact that while service on the com- 
mittees of the Society was an honor, 
it also carried with it a responsibility 


year. 


to participate in the work of the 
committee. 

Vice-President A. S 
charge of the standing committees 
also stated: 


Fedde in 


“Those of our members who have 
advanced farthest in the profes- 
sion and are most highly regarded 
in the Society will say that when- 
ever they have done any work 
in preparation of a technical paper 
or in marshaling some thoughts 
for presentation on a_ technical 
subject that their work has been 
more than repaid by the develop- 
ment of their own thought, ability 
and personality. The Society’s 
committees afford such oppor- 
tunities to its members and, in 
the round-table forums, to all the 
members of the Society.” 


Vice-President Andrew Stewart in 
charge of the technical committees 
spoke briefly concerning the round- 
table meetings scheduled and also 
concerning the office procedures in 
regard to committees. 

Programs of a number of commit- 
tees were presented and discussed, 
and the meeting adjourned with a 
feeling among those present that the 
work of the Society will progress 
rapidly throughout the year. 
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C.P.A. Applications Investigated 
Hearings by Board of C.P.A. 
Examiners 


It is understood that for a long 
time the Board of C.P.A. Examiners 
has suspected that some of the ap- 
plications and accompanying em- 
ployers’ certificates, though super- 
ficially satisfactory, were actually 
misleading, in that they contained 
misstatements or suppressed perti- 
nent facts. Facilities for investiga- 
tion have been limited but, on sev- 
eral occasions, James O. Hoyle, 
Investigator for the State Education 
Department, has made inquiries for 
the Board and demonstrated that 
the suspicions were justified. 

A few months ago, the Regents of 
the University of the State of New 
York appointed C. Everts Mangan, 
Executive Secretary of Professional 
Conduct, with headquarters in New 
York, to have charge of the investi- 
gation of alleged acts of misconduct 
in all professions, and more com- 
plete investigations of certificates of 
employment are now being made. 

On October 6, 1939, Messrs. Man- 
gan and Hoyle presented to the 
3oard of Examiners the cases of two 
applicants for examination and two 
applicants for the certificate. All 
four applicants and five other wit- 
nesses were sworn and testified. 

One “employer” testified that he, 
a C.P.A., was in the employ of his 
father, also a C.P.A., but had three 
or four small accounts of his own on 
which he worked outside of regular 
business hours, and on which he had 
permitted the applicant to work with 
him, although he had no real need 
for an assistant. The Board disap- 
proved this application for admission 
to the examination. 

One applicant for examination 
asked to be permitted to withdraw 
his application. In another case, the 
only evidence of an alleged partner- 
ship between two brothers was a 
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letterhead. Both the applicant and 
his brother testified that they had 
never filed a partnership tax return 
and that the “staff of men”, which 
the C.P.A. stated his brother had 
supervised, were the employees of 
the clients. In another case, both 
the applicant and his alleged partner 
in public accounting were employees 
of private corporations and their 
“office” was desk room in the office 
of one of their few outside clients. 

It is understood that after the 
Board receives the transcript of the 
testimony in the several cases, con- 
sideration will be given to possible 
disciplinary action against the 
C.P.A.s involved in these cases. This 
may be in the form of charges te be 
referred to the Grievance Committee 
under Section 1495-a, or to the 
Regents under Section 1494-a, or un- 
der the general education law. 

Any member of the State Society 
who has knowledge of facts which 
might debar an applicant from ex- 
amination or certification should 
bring such facts, with the evidence 
thereof, to the attention of the 
Board. Without such aid, the Board 
cannot be expected to detect all mis- 
statements or omissions of facts. 
Every one should realize that exact 
and complete statements in the cer- 
tificates of employment are just as 
necessary as in audit reports. In no 
other way can the public and the 
profession be protected. 


Accountants Club of America 
Elects Officers 
The following officers were elected 
at a meeting of The Accountants 
Club of America, Inc., held on Octo- 


ber 19, 1939: 


Norman E. Webster.... President 
Samuel D. Leidesdorf.. Vice Pres. 
Joseph L. Morris...... Vice Pres. 
Melbourne S. Moyer... .Secretary 
Prank Fiynn........... Treasurer 


Ira A. Schur Assistant Treasurer 
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October Meeting 


One of the most successful of the 
Society’s All-Day Conferences was 
held on October 23, 1939, at the Wal- 
dorf-Astoria Hotel, Lexington Ave- 
nue at 49th Street, New York City. 
The morning session devoted to a 
discussion of Pegboard and Keysort 
accounting was well attended. 

The afternoon and evening ses- 
sions devoted to a discussion of “Ex- 
tensions of Auditing Procedure” 
produced four excellent papers 
which with a summary of the dis- 
cussion following the presentation of 
the papers, are published in this 
issue. 


Engineers Cooperate 

The New York County Chapter 
of The New York State Society of 
Professional Engineers is prepared 
to cooperate with accountants or 
their clients who may have need 
for engineering services in connec- 
tion with inventory or other valua- 
tions. 

Any certified public accountants 
interested in availing themselves of 
this offer may do so by communi- 
cating with the office of the Engi- 
neering Society Chapter. 


Book Review 


Internal Revenue Code and Appen- 
dix—Complete with 1939 Amendments. 
By Prentice-Hall, Inc., New York, 
1939. 719 pages, $2.50. 


The Internal Revenue Code ap- 
proved February 10, 1939, and pub- 
lished in this volume as Public Act 
No. 1 of the Seventy-sixth Congress, 
is the first Federal act of its kind 
since the Revised Statutes of the 
United States, approved June 22, 
1874. Title XXXV of the Revised 
Statutes embraces the general and 
permanent statutes relating exclu- 
sively to internal revenue, in force on 


December 1, 1873. 
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Current Events 


The Internal Revenue title, which 
comprises all of the Code except the 
preliminayy sections relating to its 
enactment, is intended to contain all 
the United States statutes of a gen- 
eral and permanent nature relating 
exclusively to internal revenue, in 
force on January 2, 1939; also such 
of the temporary statutes of that 
description as relate to taxes the 
occasion of which may arise after 
the enactment of the Code. These 
statutes are codified without sub- 
stantive change and with only such 
change of form as is required by ar- 
rangement and consolidation. The 
title contains no provision except 
for effective date, not derived from a 
law approved prior to January 3, 


1939, 


Announcements 

Irving A. Simson announces the 
opening of an office for the practice 
of accountancy at 1475 Broadway, 
New York City. 

Charles A. Togut announces the 
formation of the firm of Stoll & 
Togut at 1450 Broadway, New York 
City, for the practice of accountancy. 


Edward B. Popper announces the 
dissolution of the firm of brody & 
Popper and the formation with 
Joseph Katzman and Sol. C. Kossoy 
of Katzman & Kossoy of the new 
firm of Popper, Katzman & Kossoy 
at 175 Fifth Avenue. 


Wilbur Melvin Crook and Joseph 
A. Driscoll announce the formation 
of the firm of Crook & Driscoll at 1 
Cedar Street, NewYork City. 


on 


un 


SR as a. 
Cecil Dashwood Giles 


Cecil Dashwood Giles, of the firm 
of C. D. Giles & Company, and a 
member of the Society since May, 
1930, died suddenly at his home in 
his 65th year. 

Mr. Giles was one of the leading 
members of his profession in the 
State and during the World War 
represented the Alien Property Cus- 
todian and the War Trade Board. 

He was treasurer of the Account- 
ants Club of America and was also 
a member of the American Institute 
of Accountants, the Lawyers Club 
and several others. Mr. Giles was 
active on several committees of the 
Society. 

His widow, two brothers and two 
sisters survive him. 





Charles J. Morey 


Charles J. Morey, associated with 
the firm of Haskins and Sells, and a 
member of The New York State 
Society of Certified Public Account- 
ants since February 1932, passed 
away after a short illness on Octo- 
ber 8, 1939. 

He is survived by his widow, one 
son and two daughters. 





Charles B. Willis 
The Society just received word oi 
the death of Charles B. Willis on 
September 17, 1939. Mr. Willis was 
a member of the Society since June, 


1938. 


The Society has suffered a great 
loss in the passing of these three 
valued and esteemed members. 
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HE following is a list of applicants admitted to membership and 
associate membership in the Society and also associate members 
advanced to membership at a meeting of the Board of Directors held on 


October 19, 1939: 


Membership 
Francis Merrill Beatty, 67 Wall Street, 
Of Arthur Andersen & Co. 
Joseph Blau, 11 West 42nd Street, 
Of Blau & Seckler. 
Francis Gabriel Connelly, 22 East 40th 
Street, 
With Haskins & Sells. 
John Wesley Emerson, 19 Rector Street, 
With Ernst & Ernst. 
Joseph J. Green, 122 East 42nd Street. 
Howard Clifford Hoeffling, 161-19 Jamaica 
Ave., Jamaica, 
With Owen Petersen and Co. 
Henry W. Hunt, 350 Madison Avenue, 
With Hurdman & Cranstoun. 
Samuel M. Janover, 401 Broadway. 
Raymond U. Jordan, 84 Strathmore Road, 
Scarsdale. 
Mortimer Katz, 551 Fifth Avenue, 
With Elliott E. Pearlman & Co. 
Lawrence J. Kearney, 56 Pine Street, 
With Price, Waterhouse & Co. 
Frederick Paul Keppel, Jr., 56 Pine Street, 
With Price, Waterhouse & Co. 
William Charles Knapp, 80 Maiden Lane, 
With Touche, Niven & Co. 
Joseph G. Laxer, 270 Broadway, 
Of Greenberg, Laxer & Co. 
William Mullen Leary, 111 Broadway, 
With Scovell, Wellington & Co. 
Julius Lefkowitz, 1270 Sixth Avenue. 
Joseph Lessack, 152 West 42nd Street. 
William F. Lewis, 56 Pine Street, 
With Price, Waterhouse & Co. 
Daniel MacKinnon, 125 Park Avenue, 
With S. D. Leidesdorf & Co. 
Wilmot A. Martel, 80 Broad Street, 
With Miller, Donaldson and Company. 
Henry F. Matheis, 176 Broadway. 
Harry Meresman, 270 Broadway, 
Of Frank Abrams & Co. 
Jacob Meresman, 270 Broadway, 
Of Susnow, Warshaw & Company. 
Samuel A. Moglin, 55 West 42nd Street, 
Of Simon, Moglin & Silverman. 


William A. Pickard, 53 Park Place, 

With Carter Products, Inc. 

Max J. Pitch, 570 Seventh Avenue, 

Of Sonet and Pitch Company. 
Abraham Popkin, 55 West 42nd Street. 
William D. Quinn, 350 Madison Avenue, 

With Hurdman & Cranstoun. 
Benjamin Rath, 1900 Rand Bldg., Buffalo, 

With Ernst & Ernst. ‘ 
Clarence Fulton Remer, 350 Madison 

Avenue, 

With Hurdman & Cranstoun. 

Alvan Bertrand Richardson, 67 Broad 
Street, 

With Haskins & Sells. 

Benjamin Rosenberg, 39 Broadway, 

Of Wheeler & Rosenberg. 

Harold F. Schneider, 49 Wall Street, 

With Deloitte, Plender, Griffiths & Co. 
William Cooper Smith, 56 Pine Street, 

With Price, Waterhouse & Co. 

Eric William Walley, 56 Pine Street, 

With Price, Waterhouse & Co. 
Samuel R. Weinberger, 509 Fifth Avenue. 
Arthur L. Younker, 56 Pine Street, 

With Price, Waterhouse & Co. 


Associate Membership 
Rudolph Charles Bauer, 420 Lexington 
Avenue, 
With Real Estate Bureau, N. Y. State 
3anking Dept. 
Robert B. Berger, 342 Madison Avenue, 
With Carl S. Serling. 
John P. Bourdius, 22 East 40th Street, 
With J. E. Brewer & Co. 
Eugene Leo Boyars, 175 Schenectady 
Avenue, Brooklyn. 
Sidney Charles Fried, 1441 Broadway, 
With Martin Weiner Co. 
Harold J. Meagher, 11 Broad Street, 
With Chase National Bank of the 
City of N. Y. 
Sidney Nerenberg, 152 West 42nd Street, 
With Sudman Audit Co. 
Joseph V. Pati, 59th Street & Lexington 
Avenue, 
With Bloomingdale Bros. Inc. 








~-~ HD tf j 








Elections 


Edward Aloysius Reid, 60 Broadway, 
With Orvis Brothers & Co. 

Joseph Robert Reilly, 61 Broadway, 
With American Metal Co., Ltd. 

Frederick Henry Robinson, 88 Kensington 

Avenue, Jersey City, N. J. 

Jack Slitzan, 522 Fifth Avenue, 
With Paul Fox. 

David Stuzin, 521 Fifth Avenue, 
With Eisner & Lubin. 

Harry I. Weisberg, 1450 Broadway, 
With Alexander Portnoy Co. 


Advancement from Associate Membership 
to Membership 


Robert Ashton Aspinwall, 350 Madison 
Avenue, 
With Hurdman & Cranstoun. 
Jacob N. Berson, 220 Fifth Avenue, 
With Samuel Berson & Co. 
Samuel M. Borisoff, 1200 Commerce 
Bldg., Rochester. 
Sidney H. Brown, 122 East 42nd Street, 
With Haas & Schlesinger. 
Edwin Monroe Bush, 90 Broad Street, 
With Lybrand, Ross Bros. & 
Montgomery. 
John R. Carbon, 521 Fifth Avenue, 
With Loeb & Troper. 
Willard S. Card, 67 Broad Street, 
With Haskins & Sells. 
Paul Jules Chenet, 2043 E. 47th Street, 
Brooklyn. 
Irving H. Cohen, 1450 Broadway, 
Of Konigsberg, Cohen Co. 
Franklin Herbert Constable, 
50 Rockefeller Plaza, 
With Rockefeller Center, Inc. 
Albert Benjamin Doloff, 19 West 44th 
Street, 
With Klein, Hinds & Finke. 
Norman L. Edwardsen, 311 John Street, 
Roselle, N. J. 
William Joseph Elbert, 56 Pine Street, 
With Price, Waterhouse & Co. 
Charles Russell Ernst, 717 City Bank 
Bidg., Syracuse, 
With Stover, Butler, Murphy & 
Newman. 
Lewis Fisher, Municipal Bldg., 
With City of New York, Dept. of 
Finance. 
John Drayton Grayson, 67 East 52nd 
Street, 
Comptroller, Bellows & Company, Inc. 
Meyer Greenberg, 215 Montague Street, 
3rooklyn. 
Murray Gordon Gurentz, 116 John Street, 
With Fire Companies’ Adjustment 
Bureau, Inc. 


Walter Andrew Hartmeyer, 19 Rector 
Street, 

With Byrnes & Baker. 

Frank Leslie Hopkins, Jr., 50 Broadway, 

With Webster, Horne & Blanchard. 
Edward W. Ifland, 1270 Sixth Avenue, 

With R.K.O. Service Corporation. 
Joseph Kessler, 1905 Paramount Bldg. 
Earle William Knopf, 329 Bewley Build- 

ing, Lockport, 

Associated with J. D. Elliott & Company. 
Harry Kroll, 18 Balfour Place, Brooklyn. 
Horace J. Landry, 50 Broadway, 

With Webster, Horne & Blanchard. 
William Wein Lazarow, 277 Broadway, 

With Samuel Swoff. 

Jacob Levine, 67 West 44th Street. 
Patrick J. Long, 205 East 42nd Street, 

With Acker & McGirl. 

Isidore Marder, 519 Eighth Avenue, 

With Grayson Shops Inc. of Calif. 
Morton Charles McGraime, 22 East 40th 

Street, 

With Haskins & Sells. 

John Wylie McKee, 25 West 45th Street, 

With W. C. Heaton & Company. 
Hugh Montell McNeill, 56 Pine Street, 

With Price, Waterhouse & Co. 
Stewart B. Meding, 56 Pine Street, 

With Price, Waterhouse & Co. 

Henry Meltzer, 11 West 42nd Street. 

George Thomas Merkle, 56 Pine Street, 
With Price, Waterhouse & Co. 

Roy A. Paul, 1328 Broadway, 

With A. G. Baumgartner. 

A. Allan Perlman, 220 West 42nd Street. 
Isidore Perrick, 19 West 44th Street, 

With Margold, Ersken & Wang. 
George Prisamt, 1501 Broadway. 

Joseph Leo Roth, 56 Pine Street, 

With Price, Waterhouse & Co. 
Cornelius Sacco, 551 Fifth Avenue, 

With The Union Audit Bureau. 
Frederick H. Schmucker, 80 Centre Street, 
With New York State Public Service 

Commission. 
Jack Schwartzbaum, 505 West Broadway, 

With San Gabriel Wine Co., Inc. 
Robert Frederick Seager, 532-542 Realty 

Bldg., Elmira, 

Of Forrest E. Ferguson and Company. 
William Shannon, 80 Broad Street, 

With Miller, Donaldson and Company. 
Morris A. Siegel, 3 West 16th Street, 

With S. L. Hamburger & Co. 

David J. Silberman, 535 Fifth Avenue, 

With H. J. & M. H. Behrman Company. 
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Albert Sobel, 11 West 42nd Street, 
With Joseph Sobel. 


Hannah Spanglet, 60 East 42nd Street. 
Ernest Irving Steinberg, 201 Vassar 
Avenue, Newark, N. J 


Leo V. Sullivan, 119 East Main Street, 
Rochester, 
With Wilson, Shults & Co. 


Jacob Teicher, 1706 Anthony Ave., Bronx. 


Harry J. Trometer, 1720 Rand Bldg., 
3 uffalo, 
With Price, Waterhouse & Co. 
Frank H. Van Duzer, 56 Pine Street, 
With Price, Waterhouse & Co. 
Charles Wallace, 80 Broad Street, 
With Clarke, Oakes & Greenwood. 
John Spencer Warner, 90 Broad Street, 
With Lybrand, Ross Bros. & 
Montgomery. 


Paul Bowen Weidmann, 56 Pine Street, 
With Price, Waterhouse & Co. 
Henry A. Wihnyk, 125 Park Avenue, 
With S. D. Leidesdorf & Co. 
Llewellyn Arthur Wilkins, 31 Mamaro- 
neck Avenue, White Plains, 
With Hurdman & Cranstoun. 


E. Benjamin Wright, 120 Wall Street. 


Moses A. Zuckerman, 225 West 34th 
Street, 
With Alexander M. Feld. 


The number of members as 


November 1, 1939 is as follows: 


MGHIDENS -..:<sics anes 3,085 
341 


by Ridsootaie aM 3,426 


Associate Members. . 


Total 





58 


of 











The Effect of Extensions of Auditing 
Procedure on the Accountant’s 
Practice and Reports 


ByS$ 


HE past year has been a hectic 
one in professional accounting 
circles. Sometimes there has seemed 
to be danger that we might be 
dragged from our moorings, but the 
profession has kept its equilibrium 
and acted in a manner worthy of its 
traditions. Auditors are still audi- 
tors; they disclaim the functions of 
attorneys, engineers, appraisers or 
even experts in materials. 
Generically, the term “auditor” is 
someone who listens to an account- 
ing. That initial meaning has been 
extended somewhat. In addition to 
listening to the accounting, we our- 
selves go out and search for some 
of the supporting evidence. The 
auditor expresses judgment on the 
basis of conclusions arrived at by 
means of the evidence. 


Evidence 

The evidence we examine may, to 
my mind, be divided into three 
classes, and I should like to deal 
with them briefly. First of all, there 
is what I will call direct evidence. 
In that I include documentary evi- 
dence, such as agreements, minute 
books, vouchers, cancelled checks, 
and so forth; I also include as direct 
evidence confirmations obtained as 
in the case of bank loans or bank 
balances. 

Then there is what I will call cir- 
cumstantial evidence. We make a 
series of tests and, based on what 
we find, we assume the evidence on 
similar items will be substantially 
the same. Such evidence is not con- 
clusive, but it has substantial weight. 








Presented at the Seventeenth . 


of Certified Public 


wm 


SAMUEL J. Broap, C. P. A. 


Again our reliance on internal check 
and control is based on the belief 
that if a number of people have a 
part in initiating, carrying through 
and recording a transaction, that 
transaction must be a real one. 
The third type of evidence, as I 
classify it, is oral evidence, such as 
information which we obtain from 


officers, employees and others in 
response to our inquiries. 
The auditor must decide, first of 


all, how much direct evidence he re- 
quires; second, how strong ‘he cir- 
cumstantial evidence must be before 
he relies upon it; and third, to what 
extent he is justified in relying on 
oral evidence. 

Through various committees, the 
accounting profession has in recent 
months been studying these ques- 
tions, and on the recommendations 
of those committees, of which the 
Special Committee on Auditing Pro- 
cedure of The New York State So- 
ciety of Certified Public Account- 
ants was one, it has decreed that 
the evidence must in future be 
stronger. This strengthening of the 
evidence is particularly directed, i 
the reports of the committees, to 
three items: Accounts receivable, 
inventories, and internal check on 
control. 

To avoid trespassing upon mat- 
ters to be covered by succeeding 
speakers, I will attempt to cover 
these items in general terms only. 


Accounts Receivable 
The first item is accounts receiv- 
able. It is now generally accepted 
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auditing procedure to make con- 
firmations by direct communication 
with the debtor. The extent, time 
and method of making the confirma- 
tion are to be determined by the 
auditor, as in any other phase re- 
quiring the exercise of his judgment. 


Inventories 


When we come to the item of in- 
ventories, a much more difficult sub- 
ject presents itself. Certain dangers 
were recognized—the dangers that 
the public might place too great re- 
liance on the fact that the auditor 
had undertaken certain procedures 
and might gain the impression that 
the auditor was in effect guarantee- 
ing that the quality, quantity, and 
condition of the inventories were as 
stated. 

The report of May 22, 1939 of the 
Special Committee of The New York 
State Society referred to these points 
as follows: 

“The added steps that may well be 

taken to give greater assurance 

with regard to inventory quantities 
will vary in different circumstances 
but, however extensive these may 
be, the training and experience of 
an independent certified public ac- 

countant do not qualify him as a 

general appraiser, valuer, or ex- 

pert in materials.” 


In other words, we must stay within 
our province. Continuing: 
“The public should understand 
that, while he can take steps to 
warrant the expression of his opin- 
ion as an accountant that stated 
quantities of merchandise are ac- 
tually on hand, such procedure 
does not invest his opinion with a 
degree of authority which he does 
not claim for it, or impose unon 
him a measure of responsibility 
which the nature of his work does 
not justify.” 
This extract which I quoted recog- 
nized these two possible dangers and 
indicated that the profession was not 
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taking the responsibilities referred 
to. In some quarters, however, the 
fear was expressed that in spite of 
the comments in the report, the pro- 
fession might unintentionally be as-, 
suming such responsibilities, or at 
least might be permitting the public, 
who are not familiar with all the 
terms of the report, to believe that it 
was taking them. 

Apparently the reason for these 
fears was that the report emphasized 
test checks. Personally, I like the 
term “physical contact” as applied to 
the inventory better than the term 
“test checks”. While an accountant 
can qualify as an expert in the meth- 
ods of taking an inventory, and can 
personally see that proper methods 
have been followed, and in the course 
of his observation can make some 
test checks, he does this as an auditor 
and not as one having expert knowl- 
edge of materials. At times he may 
not even know of his own knowledge 
what are the materials he is inspect- 
ing. 

I think there was a need for a 
change of emphasis. The emphasis, 
in my mind, should be upon the 
auditor’s attendance while the in- 
ventory is being taken, and upon 
suitable observation and inquiry sup- 
plemented by such test checks as he 
deems desirable. These tests could 
be made either by the auditor him- 
self or by employees of the concern 
under his observation. The auditor’s 
primary purpose is to satisfy himself 
that the methods of taking the in- 
ventory were adequate and that they 
have been carried out, thereby giving 
added assurance as to the credibil'ty 
of the records, the credibility of the 
representations of management as 
displayed in those records and in the 
physical inventory. 

So in regard to inventories the pro- 
fession has decided that before ex- 
pressing his opinion on the financial 
statements the auditor must obtain a 
greater degree of direct evidence in 
that he sees some of the inventory 
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and possibly makes some test checks. 
The circumstantial evidence also is 
strengthened. He doesn’t rely on an 
inventory sheet because somebody 
has initialed it or signed it. He goes 
out and sees the employee counting 
the stock. He makes inquiry of some 
of the employees as they are engaged 
in the operations of the taking of the 
inventory. 

The Committee’s report puts an 
increased duty upon the auditor to 
adopt additional procedures where 
they are practicable and reasonable. 
3eyond this, his responsibility for 
the correctness of the inventory is 
the same as it was before. He is no 
more guaranteeing it now than he 
was previously. In no way does he 
relieve the management of its pri- 
mary responsibility for taking an ad- 
equate and careful inventory. 


Internal Check and Control 

The third item to which I have 
referred is internal check and con- 
trol. I believe insufficient import- 
ance has been attached to this point 
and insufficient recognition given to 
the more specific nature of our re- 
sponsibilities, as now laid down, 
compared with what they were 
before. 

I should like to compare the two 
standards by reading first two ex- 
tracts from the American Institute 
Bulletin, “Examination of Financial 
Statements”, with which you are all 
acquainted, a Bulletin which has 
been recognized by the New York 
State Society as a guide: 

“The detailed scrutiny and check 

of cash transactions of large com- 

panies can be performed more eco- 
nomically by permanent company 
employees. Where such a check 
is provided, the accountant will 
modify his program accordingly. 

Where the internal check and con- 

trol are necessarily limited or 

severely restricted the examina- 
tion to be made will be more com- 
prehensive in character but no ex- 


amination should be regarded as 
taking the place of sound measures 
of internal check and control, ex- 
cept in cases where the organiza- 
tion is so small as to make ade- 
quate internal check impractic- 
able.” 
Again: 

“The scope of the examination and 
the extent of the detailed checking 
must be determined by the inde- 
pendent public accountant in the 
light of the conditions in each in- 
dividual company. If there is little 
or no system of internal check, 
the client should be advised that 
a more detailed examination than 
that outlined hereafter is neces- 
sary if an unqualified report is to 
be furnished. If there is an ade- 
quate system of internal check, 
certain parts of the detailed pro- 
cedure may be unnecessary.” 


Those two extracts refer to the 
system of internal check and control. 
They make no reference to its effec- 
tiveness. 

Now in comparison, I will read 
two extracts from the Commitiee 
report of May 22nd: 

“In a well organized concern the 

principal reliance for the detection 

of such irregularities is placed 
upon the maintenance of an ade- 
quate system of accounting rec- 
ords with appropriate internal 
check and control. It is the duty 
of the independent auditor to 
satisfy himself that the system of 
internal check and control is ade- 
quate and sufficiently effective to 
justify reliance thereon.” 

There we have reference to the effec- 

tiveness of the system. And again: 

“It is worthy of repetition that 

the extent of sampling and test- 

ing should be based upon the inde- 
pendent auditor’s judgment as to 
the effectiveness of internal con- 
trol, arrived at as the result of in- 
vestigations, tests, and inquiries. 











The New York Certified Public Accountant 


Depending upon his conclusions 
in this respect, the independent 
certified public accountant should 
extend or may restrict the degree 
of detailed examinations.” 


I suggested a comparison of those 
two standards. Perhaps the com- 
parison has been made as clearly by 
Mr. Jerome N. Frank, Chairman of 
the Securities and Exchange Com- 
mission, as by anybody. In speak- 
ing before the Controllers Institute 
recently, Mr. Frank is quoted as 
saying: 

“One of the important factors they 
(he is referring to auditors) must 
consider is the reliability of the com- 
pany’s own internal accounting and 
auditing procedure. In so doing, 
they should be greatly concerned not 
only with the blueprints of the sys- 
tem of internal check and control, 
the purported system—but also with 
the system that is in actual opera- 
tion, with the system in action and 
not merely on paper.” 

In the past we have given a lot 
of attention and thought to, and we 
have placed a lot of reliance on, in- 
ternal check and control. We have 
reviewed the system and its apparent 
adequacy. I do not know whether 
we have given sufficient attention 
to satisfying ourselves as to its effec- 
tiveness. The question may be asked 
how we should go about doing this. 

Of course, some things are checked 
automatically in the course of our 
examination. We know that some- 
body is required to approve all 
vouchers, and in our test examina- 
tion of some of those vouchers we 
look for the approval; we hardly 
consider it a voucher unless ap- 
proved. There may be a requirement 
for two signatures on each check, 
and those two signatures must auto- 
matically be on the check before 
the bank will pay it. 

There are some parts of the sys- 
tem of control, however, which re- 
quire more extensive research and 


62 


inquiry. For example it may be part 
of the payroll procedure that one 
person makes up the payroll, an- 
other person checks it, and a third 
pays it. Just the fact that the sys- 
tem calls for that procedure does 
not necessarily mean that the vari- 
ous steps are being carried out. I 
think we have to extend our in- 
quiries so as to satisfy ourselves that 
the system set forth on paper, on 
the blueprint, is functioning; in 


other words, that in addition to 
being an adequate system it is 
operating. 


The Bulletin has pointed out that 
the extent of the auditor’s program 
is partly dependent upon the degree 
of internal check and control. It 
would accordingly seem that our re- 
view of the system and of its effec- 
tiveness might preferably be under- 
taken before the auditing program 
is drawn up. If our statement that 
the auditing program is influenced 
by the system is anything more than 
words, I think we must know about 
the system before we finally develop 
the program. 

More frequently than not, the 
audit program is, drawn up in ad- 
vance of the audit, and I think the 
person who draws up and finally 
passes upon the program must know 
something about the effectiveness of 
the system of internal control. Such 
a course may well have the addi- 
tional advantage of spreading more 
of our work throughout the year 
rather than concentrating it after the 
close of the year. 

Thus in regard to the element of 
internal check and control, it seems 
that in the future the evidence must 
be stronger. The circumstantial evi- 
dence on which we rely in this part 
of our work must be subjected to 
careful cross-examination. 


Auditor’s Report and Opinion 


An auditor’s examination leads up 
to and culminates in his report and 
opinion. There are three funda- 
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mental requirements to be complied 
with before an auditor expresses his 
opinion in writing. While these may 
seem elementary I believe they are 
worth repetition. First of all, he 
must be qualified to do the work. 
A mechanic might sign a report as 
an auditor but in so doing I think 
he would be holding himself out to 
be qualified to render the opinion. 
This might well constitute fraud. 
So I think the first essential is that 
the auditor must be qualified to do 
the work. 


Second, he must have sound, posi- 
tive and adequate grounds for form- 
ing an opinion. This means that his 
examination should be based upon 
generally accepted auditing proced- 
ures. It is not enough merely to 
hold a belief that everything is in 
order and blithely to say so. There 
must be adequate evidence to sup- 
port the conclusion reached. That 
has been said time and again. Here 
again, I quote from the report of 


May 22nd: 


“It is contemplated that, before 
signing a report of the short-form 
type suggested, the independent 
certified public accountant will be 
satisfied that his examination is 
in conformity with the procedures 
and practices outlined in ‘Exami- 
nation of Financial Statements’, a 
bulletin published by the Ameri- 
can Institute of Accountants in 
January, 1936, or in any subse- 
quent revision thereof accepted 
as a guide by the members of the 
New York State Society of Certi- 
fied Public Accountants.” 


Judge Robert E. Healy, of the Se- 
curities and Exchange Commission 
indicated his views on this matter 
in a speech he made last May: 


“There have been many cases in 
which the omission of a normal 
audit procedure has not been 
pointed out in the statements. 
After the patient has gone to the 


hospital the omission has come 
to light. 

“In more than a few of these cases, 
following the omitted procedure 
would have diagnosed the ailment 
and pointed clearly to the proper 
remedy. It is a more shocking 
case to me when, by the terms of 
a general audit engagement, the 
auditor has agreed to forego one 
of these normal procedures. Dis- 
closure in such cases is mandatory. 
Probably it is also insufficient ; for 
an auditor who agrees not to use 
some of his tools is like a doctor 
who has agreed not to use his 
thermometer or his stethoscope.” 


The examination then should be 
based on generally accepted auditing 
procedures: Finally (and it is so ob- 
vious that it hardly needs to be 
stated) the opinion should be hon- 
estly held and clearly expressed. 


Disclaimers 

The report of the Special Commit- 
tee made it clear, in the extract I 
have already quoted, that a report 
and opinion of the short-form type 
should not be given unless the audit- 
or’s examination was in conformity 
with generally accepted auditing pro- 
cedure. It further stated: 

“Assuming that normal procedures 
have been carried out it is consid- 
ered to be neither necessary nor 
generally desirable to describe the 
details of the examination in this 
form of report. Any such details as 
are given should be included in 
separate paragraphs of the report. 
For example, reference may be 
made to procedures which the ac- 
countant has adopted regarding 
the examination of inventory 
quantities, and confirmation of re- 
ceivables by direct communication 
with debtors... .” 

Obviously, if generally accepted 
procedures have not been carried 
out, the position is different. Two 
alternatives are offered in the report: 
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(1. To make a clear-cut exception, 
or, 

To decline to express any 
opinion if the scope of the ex- 
amination is not such as to 
warrant one.) 


Dealing with the additional pro- 
cedures with regard to inventories 
and receivables, where these are 
practicable and reasonable, they are 
to be considered part of generally 
accepted auditing procedure. Thus, 
the first task of the auditor is to de- 
termine whether they are practicable 
and reasonable. If he decides that 
they are, and he has not undertaken 
them, he would appear to have no 
choice but to make an exception or 
to decline to express an opinion. 

The report of the Committee 
issued last spring went further than 
this. It required a negative explana- 
tion where the procedures had not 
been undertaken even though it 
might not have been practicable and 
reasonable to do so; in other words, 
even though the auditor had not 
omitted any steps which were re- 
quired by the extended procedures, it 
was suggested that he should never- 
theless explain what he had not done. 

There has been a great deal of dis- 
cussion of this suggestion during the 
intervening months both in account- 
ing circles and outside of them. One 
view held was that, in view of public 
interest in the question, it would be 
well, for a time at least, to have the 
report indicate specifically whether 
or not the additional work had been 
undertaken regardless of whether it 
was a required step under generally 
accepted auditing procedure. One 
difficulty with this suggestion was 
that, having once started to make 
such disclaimers, it would be very 
difficult at a later date to drop them 
without leaving an inference that the 
steps formerly omitted were now be- 
ing taken. 

The opposing view was that it was 
the responsibility of the auditor, and 


SS) 


one which he could not escape, to de- 
termine the scope of the examination 
which he should make before giving 
his opinion on the statements under 
review, always bearing in mind, of 
course, his conformity with gener- 
ally accepted auditing procedures; 
and that, having made his decision 
on this point, there was no more ne- 
cessity for him to give specifications 
of his program in regard to inven- 
tories and receivables than in regard 
to any other item in the accounts. 
Experience and discussion during 
these months seem to have demon- 
strated that negative references in 
the auditor’s report give rise to mis- 
conception in that they tend to con- 
vey unwarranted implications of 
reservations or exceptions where 
none exist or are intended; in other 
words, they have the effect of cast- 
ing an unwarranted cloud on the 
statements. 

The weight of argument appears to 
have been in favor of the latter view, 
namely, that where an exception is 
required, it should be clearly stated, 
but that where no exception is re- 
quired, there is no need to make the 
inclusion of a negative explanation 
mandatory. This was the view 
adopted by a majority of the Com- 
mittee of the American Institute of 
Acountants in a supplemental report 
presented in September and approved 
at the annual meeting of the Insti- 
tute in San Francisco. The objection 
was not so much to the inclusion of 
negative explanations where the 
auditor considers them desirable as 
to making them mandatory where no 
exception is required or intended. 


Effect of Extensions of Auditing 
Procedures 


The subject allotted to me is, “The 
Effect of Extensions of Auditing 
Procedures on Accountants’ Prac- 
tice and Reports”, and perhaps I 
might summarize the effects as I 
see them. First of all, the evidence 
must be stronger than it was before, 
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before the auditor is satisfied and 
in a position to express his opinion. 
As to receivables, there must be 
more direct evidence; as to inven- 
tories there must be more direct evi- 
dence and stronger circumstantial 
evidence; as to internal check and 
control, the circumstantial evidence, 
which is the whole basis of reliance 
on internal check and control, must 
be subjected to careful cross-exami- 
nation. 

If the auditor has not received 
this stronger evidence, he is not in 
a position to give an unqualified re- 
port. He must either make an ex- 
ception or decline to express any 
opinion. 

I think another outcome of these 
extended procedures will be a ten- 
dency to spread the work more over 
the year, with the earlier appoint- 
ment of auditors. It is indicated that 
confirmation of receivables may be 
made at a time the auditor deter- 
mines. It is indicated with regard 
to inventories that, where the sys- 
tem permits, this may be done dur- 
ing the year. As to internal control, 
I have suggested that the preferable 
time for the review is before the 
program is drawn up and that this 
may advantageously be before the 
end of the year. 

The desirability of spreading the 
work has been endorsed by the New 
York Stock Exchange. I quote a 
paragraph from a report of a Sub- 
Committee of the Committee on 
Stock List which was adopted by the 
Board of Governors and sent by the 
Exchange to the presidents of listed 
corporations. This is one of four 
recommendations which the Stock 
Exchange thought was “sufficiently 
important and practicable to war- 
rant endorsement”: 


“The appointment of the indepen- 
dent auditor early in the fiscal year 
appears eminently desirable, so 
that part of his work may be done 
during the year and he may be free 
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to make an examination of any 
phase of the company’s operations 
at any time.” 


Finally, the primary responsibility 
of the management for the accounts 
is not assumed by the auditor. The 
management’s responsibilities are 
the same as they were before ; in fact, 
I think in recent months they have 
perhaps been more clearly expressed 
than previously. We have seen ex- 
amples of that within the last few 
months. One was in the Interstate 
Hosiery Case where, as you remem- 
ber, the accountant’s report differed 
very materially from the internal re- 
ports of the company. The manage- 
ment took the position that they re- 
lied entirely upon the auditor and did 
not make any check of the state- 
ments issued but assumed them to be 
correct because they had been audi- 
ted. The Securities and Exchange 
Commission disagreed entirely with 
that position and stated that “The 
fundamental and primary responsi- 
bility for the accuracy of information 
filed with the Commission and dis- 
seminated among the investors rests 
upon management.” 

The Stock Exchange has ex- 
pressed similar views in the report 
of the Sub-Committee previously re- 
ferred to; this stated: 

“The primary responsibility for 
the accuracy of the records lies 
with the management, and many 
large corporations have recog- 
nized the complexity of the prob- 
lem as well as their responsibility 
by maintaining extensive systems 
of internal control, by. which the 
records kept by any one person are 
automatically checked by one or 
more other persons in unrelated 
departments, and of internal audit, 
by which tests are continuously 
made of the efficacy of internal 
control.” 


The auditor is still an auditor. The 
extended procedures have been and 
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must continue to be kept within the 
scope of his experience and capa- 
bilities as an auditor. He is not a 
valuer; he is not an appraiser or an 
expert in materials. The accepted 
procedures should, to my mind, af- 
ford greater protection to the in- 
vestor and the creditor and therefore 
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increase the auditor’s contribution to 
the common welfare. If we as a pro- 
fession are to keep our place in the 
sun, if we are to make our full con- 
tributions to the common welfare, 
I think we must be prepared to meet 
reasonable demands as are made 
of us. I believe we have met them. 














Contirmation of Receivables 
By J. ARTHUR Marvin, C.P.A. 


HAVE been asked to comment 

on that part of the extensions of 
auditing procedure relating to con- 
firmation of receivables by direct 
communication with the debtor. The 
subject was dealt with in the report 
adopted by this Society on May 22, 
1939, following the adoption of a 
similar report by the American Insti- 
tute of Accountants on May 9, 1939. 
The recommendations contained in 
these reports tended to extend the 
audit procedures as outlined in the 
bulletin “Examination of Financial 
Statements”, published by the Insti- 
tute in January, 1936. 

A study of fraud cases zecently 
made at the suggestion of this So- 
ciety, gives us a composite picture 
of the average embezzler. He is a 
man of about 37 years of age, 
married and has two or three children. 
He generally owns his own home 
and an automobile and takes an 
active interest in the affairs of the 
community in which he lives. The 
study further indicates that many 
frauds could have been discovered 
and perhaps prevented if the notes 
and accounts receivable of the busi- 
nesses involved had been confirmed 
by direct communication with the 
debtor. Also that these businesses, 
together with fidelity and surety 
companies, would have saved losses 
of many thousands of dollars, and 
the inevitable disgrace to the em- 
bezzler and his family would have 
been averted. 

Confirmation of receivables by di- 
rect communication with the debtor 
is no new thought in connection with 
the auditing of accounts. When an 
accountant takes an engagement, it 
has been his practice for years to 
call the attention of his prospective 


client to the fact that one of the best 
methods of verifying receivables is 
to confirm them by direct communi- 
cation. Nevertheless, those of us 
who have been in the profession for 
a number of years know that there 
always has been some hesitancy on 
the part of the client to permit us to 
adopt this effective procedure. 

The hesitancy was justified in 
some measure because the services 
of the certified public accountant in 
the past were not as well defined or 
known as they are today. Situations 
sometimes arose where the client 
did not wish to have it known that 
his books were being audited lest 
the impression might be gained that 
he was in financial difficulties. Con- 
sideration was also given to the risk 
of annoying customers and possible 
misunderstanding on their part as 
a result of introducing an audit pro- 
cedure not well known and estab- 
lished. Also the question of cost in- 
fluenced the client’s decision. Under 
these circumstances it was quite 
natural for the accountant to forego 
the confirmation of receivables and 
rely upon other procedures to es- 
tablish the reasonable accuracy of 
the accounts. 

I think today that the situation 
has changed completely and that the 
majority of business men recognize 
the fact that most of the account- 
ants’ engagements are not those in- 
volving trouble situations. It is now 
generally established that it is a part 
of a well-rounded audit to review 
and circularize the receivables at 
least once a year, in order that the 
management, stockholders, creditor 
grantors and others may know, as 
near as it is possible to determine, 
whether the receivables are being 
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properly recorded and that no irregu- 
larities exist. I doubt if there are 
very many concerns today that do 
not regularly receive requests through 
the mail for confirmation of receiv- 
ables and I believe that more and 
more attention is being paid to these 
requests, with a realization that it 
is good business to acknowledge 
them. It is important that business 
men and the general public recog- 
nize the value of replying promptly 
to such requests. It is also import- 
ant that the replies be mailed di- 
rectly to the auditor, inasmuch as 
many instances of fraud have re- 
mained undiscovered because exist- 
ing differences were reported to the 
employees or others connected with 
the business instead of being brought 
directly to the attention of the inde- 
pendent auditor. 

I should like to read at this point 
from the report of the Special Com- 
mittee on Auditing Practice and Pro- 
cedure, as adopted by the New York 
State Society of Certified Public 
Accountants, on May 22, 1939. 

“In regard to the question of 
confirming receivables by direct 
communication with the debtor, 
your committee makes the follow- 
ing recommendations: 


“(a) That hereafter, in cases where 
the aggregate amount of 
notes and accounts receiv- 
able represents a significant 
proportion of the current 
assets or of the total assets 
of a concern, confirmation of 
notes and accounts receiv- 
able by direct communica- 
tion with the debtors shall 
be regarded as normal audit 
procedure in the examina- 
tion of the accounts of a 
concern whose financial 
statements are accompanied 
by an independent certified 
public accountant’s report; 
and that the method, extent, 
and time of obtaining such 
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each en- 
whether of 


confirmations in 
gagement, and 
all receivables or a_ part 
thereof, be determined by 
the independent certified 
public accountant as in other 
phases of procedure requir- 
ing the exercise of his judg- 
ment; and 

“(b) That hereafter, where the 
independent certified public 
accountant, for any reason, 
has not made such confirma- 
tion, he shall make suitable 
explanation or exception in 
his report.” 


As this extension of procedure 
relates to both notes and accounts 
receivable, my remarks should be 
considered in the light of applying 
to both. 

I think, for the purpose of this 
discussion, we can assume that we 
have followed the procedure as at 
present outlined in the bulletin pub- 
lished by the American Institute of 
Accountants. The question then be- 
fore us is how should we approach 
the problem of confirmation of re- 
ceivables. 

It seems to me that the first duty 
that these extensions of auditing 
procedure place upon the accountant 
is to review all of his engagements 
so that he may judge each engage- 
ment from the standpoint of the 
receivables with due consideration 
of the problem of cost to his client. 
It is clearly stated that confirmation 
is appropriate, “in cases where the 
aggregate amount of notes and ac- 
counts receivable represents a sig- 
nificant proportion of the current 
assets or of the total assets of a 
concern.” It was left to the judg- 
ment of the accountant whether or 
not the receivables represent a sig- 
nificant proportion of the current 
assets or of the total assets of a 
concern and we are charged with 
the responsibility of using our judg- 
ment as it applies to each particular 
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engagement. We must therefore 
consider whether it is practicable or 
reasonable in the particular type of 
concern under consideration to con- 
firm all the receivables if a large 
number of accounts is involved. 
Also, whether a test check of a cross 
section of the receivables would suf- 
fice where an adequate internal 
check and control is properly fol- 
lowed. Again, whether we should 
use the positive Or negative form 
of confirmation, selecting the less 
expensive method if suited to the 
individual case. 

It might be desirable to use the 
positive confirmation for all of the 
larger receivables and a fair sample 
of the others, or it may be found 
appropriate to use the positive 
method altogether because the vir- 
tues of the negative are contained 
in the positive. If no response is 
received to the positive confirma- 
tion, you at least have the equivalent 
of the negative. The accountant 
may feel that he can rely on the 
fact that the accounts had been duly 
paid prior to the completion of the 
audit and especially if such collec- 
tions had been traced to the bank. 
The accountant may also feel that 
he can rely on such confirmation 
when made by the internal audit 
staff of the client. 

Another important question which 
the accountant has to decide is the 
time of making the confirmation. 
This is also left to the judgment of 
the accountant who must decide 
whether it is appropriate to confirm 
the receivables one, two, or three 
months before the end of the con- 
cern’s fiscal year or at some appro- 
priate time during the course of his 
examination of the concern’s rec- 
ords. 

At present, most business con- 
cerns close their books at December 
3lst. Consequently the question 
arises as to whether or not the aver- 
age accounting staff is equipped to 
take on this added burden in its 


peak season. In this connection, em- 
phasis should be laid on the advis- 
ability of businesses adopting the 
natural business year. 

There are certain types of receiv- 
ables that I think it would generally 
be considered unreasonable or im- 
practicable to completely confirm by 
correspondence, such as those of 
public utilities, department stores, ° 
installment finance companies, serv- 
ice concerns, dairies and laundries. 
Obviously the cost of completely 
confirming such receivables would 
be unduly high and it may be that 
only a few responses would be forth- 
coming. On the other hand, where 
accounts are relatively few in num- 
ber and large in amount, it would 
ordinarily be a simple matter to 
apply this particular audit step. Gen- 
erally speaking, it is considered the 
most effective method of not only 
substantiating the validity of the 
accounts but also of disclosing ir- 
regularities that may exist. 

For the purpose of stimulating 
your thought and discussion in rela- 
tion to particular situations, I. should 
like to refer to certain hypothetical 
cases as illustrations. For example, 
let us take the case of a manufactur- 
ing concern where the receivables 
are 40% of the total current assets 
and represent 25% of the total assets 
of the concern. Let us also assume 
that a good system of internal check 
and control is in effect. We might 
therefore decide that inasmuch as 
the receivables represent a substan- 
tial number of items of moderate 
size that it would not be necessary 
to communicate with all of the 
debtors but consider only the larger 
items and a cross section of the 
others. In this manner we would 
obtain an aggregate of, say 30%, 
of the items by volume, constituting 
a sufficient test to satisfy ourselves 
as to the fairness of the representa- 
tions of the management. On the 
other hand, let us assume that the 
internal control does not appear 
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good enough to warrant our con- 
firming only a portion of the receiv- 
ables. In that case, it seems to me 
that we would have to recommend 
to our client that all of the items be 
confirmed by direct communication 
with the debtors. The same method 
of analysis would apply to jobbing 
and retailing concerns. 

Let us now consider the case of 
a club. We find that the total of 
accounts receivable represent about 
12% of the total current assets and 
approximately 8% of the total assets. 
We have to take into consideration 
not only the internal system of 
check and control but also the by- 
laws of the club in relation to col- 
lections. Generally speaking, the 
by-laws require that all accounts 
must be paid within a fixed period 
of time, in sotne cases as short as 
20 days after the bill is rendered, 
and the accountant sometimes pre- 
pares a list of all delinquent accounts 
for submission to the Board of 
Directors with his report. Likewise, 
it is customary for the manager or 
the bookkeeper of the club to sub- 
mit monthly to the Board of Direc- 
tors a list of delinquents. The by- 
laws provide further that these de- 
linquent accounts must be posted in 
an appropriate place. Accordingly, 
the accountant may find that there 
are very few unpaid accounts as of 
the date he started his examination. 

In a case of this kind, and where 
the accountant assures himself by 
a proper reconciliation of the cash 
that bona fide receipts were applied 
to the payment of accounts, he might 
well decide that he could confine 
his confirmation to accounts not 
paid, including delinquent accounts, 
or he might decide that the amount 
of unpaid accounts is not material 
in relation to the total and no con- 
firmation is necessary. 

Further, let us take the case of a 
fairly large factoring concern, whose 
receivables arise through their fac- 
toring departments. Many factoring 


concerns do not accept accounts, 
particularly without recourse, unless 
the credit rating of the customers is 
passed upon. After purchasing the 
accounts, many of such concerns 
see that the invoices or statements 
are mailed directly to the customers 
and in this manner obtain a fair 
confirmation of the receivables pur- 
chased. These receivables generally 
represent the major portion of the 
assets of a factoring concern. 
Taking into consideration their 
method of purchasing the accounts, 
their own internal check and con- 
trol, together with their experience 
as to collections, and the cost of 
making a complete confirmation be- 
cause of the larger number of items 
involved, it seems to me that the 
first question that the accountant 
would have to decide is whether it 
is necessary under these circum- 
stances to confirm all or a portion 
of the receivables. Another question 
to decide is whether or not a con- 
firmation of a reasonable cross sec- 
tion of the accounts would suffice. 
If a cross section be deemed suff- 
cient, then the accountants would 
have to be assured that the internal 
check and control were such that 
this test would prove adequate. 
Finally, let us take the case of 
installment finance companies who 
may have thousands of notes receiv- 
able which are controlled by a satis- 
factory internal check. It does not 
seem necessary, in my opinion, to 
confirm the notes receivable in a 
business of this type. Most of the 
large, and practically all of the mod- 
erate and small, finance companies 
maintain a corps of car check men 
whose duty it is to check by inde- 
pendent inspection that a car bear- 
ing the serial number indicated on 
a note receivable does actually exist, 
and that a person of the name ap- 
pearing on the note actually resides 
at the address recorded. Reports 
are filed regularly by these men in 
support of notes receivable in the 
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portfolio of the company. Similar 
procedures are provided for in re- 
spect to notes receivable taken in 
connection with industrial and home 
equipment. While conditions will 
vary in different companies, a re- 
view of the internal control and of 
the procedures employed by the in- 
ternal audit staff should enable the 
auditor to exercise proper judgment 
as to the degree to which he can rely 
upon the receivable records without 
resorting to independent confirma- 
tion. 

I now return to paragraph (b) 
previously read, to the effect that 
where the accountant has not con- 
firmed the receivables, he shall make 
suitable explanation or exception in 
his report. In connection with this 
paragraph, I call your attention to 
the fact that the Council of the 
American Institute of Accountants 
adopted a supplementary report by 
the Institute’s Special Committee on 
Auditing Procedure wherein this 
paragraph was modified to the ex- 
tent that where the certified public 


accountant had by methods and to 
the extent he deemed appropriate, 
satisfied himself as to the fairness 
of the representations of the man- 
agement, that it was not necessary 
for him to make suitable explana- 
tion or take exception in his report. 
However, this should not be mis- 
understood, because it was empha- 
sized in this supplementary report 
that the confirmation of receivables 
by direct communication with the 
debtor is now regarded as a part 
of generally accepted auditing pro- 
cedure. I understand that the 
American Institute of Accountants 
will shortly issue a revised pamphlet 
on “Extensions of Auditing Proced- 
ure” which will contain this supple- 
mentary report. 

In the time at my disposal, it is 
not possible to give sufficient illus- 
trations covering all types of busi- 
ness. It is my hope that illustra- 
tions given, will be of some help to 
the members in passing judgment 
upon situations where the confirma- 
tion of receivables is involved. 
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By Maurice E, Petouset, C.P.A. 


N the discussion of the extension 

of auditing procedure, there does 
not seem to be any real reason for 
approaching this question in an 
apologetic attitude. We have a dis- 
tinct obligation to explain a number 
of things but very little obligation 
to excuse ourselves. We have a duty 
to tell the business public that we 
have done, on the whole, a reason- 
ably good job in the past admitting, 
of course, that our past work was not 
perfect and always making it clear 
that we are not satisfied, that we 
know we must improve and that we 
know we can improve. Agreeing to 
the necessity and possibility of 
steady and orderly improvement is 
very different from admitting the 
necessity of making radical and 
sweeping changes in our procedure 
in panic-stricken haste. 

Beyond the obligation of doing our 
work as well as we can and making 
as rapid real improvement in our 
practices and procedures as possible, 
we have another obligation at pres- 
ent, that is, not only to do our work 
properly but to make it clear to the 
business public and to everyone else 
with a legitimate interest in our 
work that it really is being done 
pronerly. 

On the whole, accountants are not 
well fitted for this sort of thing. 
They would far rather do their work 
and let it speak for itself. It would 
be much pleasanter if we could re- 
main in that position but it does not 
seem possible, and if we refrain from 
telling the public as much as we can 
about our work, we will probably be 
dving the investor and credit grantor 
a disservice as well as damaging our- 
selves. The extent of the misunder- 
standing of our work and functions is 


well illustrated by the recent address 
of Mr. Jerome Frank before the Con- 
troller’s Institute of America. Mr. 
Frank’s misapprehensions are of two 
kinds—he thinks accountants have 
or should have certain duties and 
responsibilities which they cannot 
assume and which it would be 
against the interest of the financial 
public for them to assume and he 
strongly advocates, as though they 
were both recent and novel, the 
assumption of certain functions and 
responsibilities by public account- 
ants which have been theirs practi- 
cally since the profession first came 
into existence. For example, Mr. 
Frank says “It may be that we are 
reaching the time when there should 
be a new emphasis on the public’s 
aspects on the public accountant’s 
work. Perhaps it will, before long, 
be recognized that he is indeed a 
quasi public official.” The condition, 
which Mr. Frank hopes will, before 
iong, be recognized, has existed at 
least since the turn of the century 
and probably for some years before 
that. 

The accountant’s duty to security 
holders of all types, to credit 
grantors, and to prospective invest- 
ors has long been recognized and 
does not seem to have changed basi- 
cally for many years. The public ac- 
countant is and has been well aware 
of his duties toward those members 
of the public who have nothing to do 
with engaging him and who contri- 
bute little or nothing to the payment 
of his compensation. Mr. Frank’s re- 
mark about the necessity of recogniz- 
ing the quasi public position of the 
accountant is, of course, entirely true. 
His assumption that this is some- 
thing recent or novel is just as defin- 
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itely erroneous and if it were true 
that the accountant did not have a 
quasi public function, say, three or 
four years ago, it would be equally 
true that he could not change his en- 
tire practice and outlook in that 
short time and build up a profession 
on an entirely different basis as a re- 
sult of the passage of two or three 
pieces of legislation and the require- 
ments of a government commission. 


Just how dangerous the publica- 
tion of such statements may be can 
hardly be determined but the best 
way to prevent them is to publicize 
as widely as possible the present 
position and the history of the pro- 
fession as it affects the public and 
the quasi public interest. It would 
be easy and not of much value to go 
through Mr. Frank’s entire speech 
and point out examples of statements 
which indicate at the same time a cor- 
rect understanding of the profession’s 
present position and a distressing 
lack of knowledge of the history and 
background of the profession which 
makes it possible for it to carry out 
its present duties. This is not said 
in any disparagement of Mr. Frank’s 
address which is interesting and 
valuable but it is brought out more 
to make certain the necessity for 
clearer and more widely dissemin- 
ated statements about the real char- 
acter and history of our profession. 

One point on which there is much 
misunderstanding is that of the audit 
of inventories and it is the sincere 
hope of the author of this paper that 
it may do something to clear up the 
uncertainties and misconceptions 
concerning the audit of this item. 

We have been discussing for over 
six months what could be done, what 
should be done, what might be done 
to inventories and we have, I think, 
heard almost every possible sugges- 
tion; certainly from all possible 
sources and from a number of 
sources which seemed definitely im- 
possible. We have had obliquely and 
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by implication deep and comprehen- 
sive knowledge on all sorts of sub- 
jects imputed to us or it has been 
made clear to us that if we did not 
have such knowledge we should have 
it and we had no right to put our 
name to accounts if we did not have 
it. 

We have received a good many of 
these highly doubtful “or else” com- 
pliments, that is, we have been told 
that we are quite capable of certify- 
ing definitely to the existence and 
value of everything on the balance 
sheet and we must do it—or else, and 
we have been told that we are quite 
capable of passing on condition, 
quality and style in inventories and 
we must do that—or else, and we 
have been told that we must know 
definitely that the proprietors of a 
warehouse are responsible people 
and that when they give us a state- 
ment or a certificate that statement 
is correct—or else. 

It was perhaps very flattering to 
feel that the financial writers and a 
fairly large segment of the business 
public had these high and erroneous 
ideas of our capabilities but it was 
also profoundly disturbing. The 
early months of this year saw the 
greatest intensity of this barrage of 
backhanded compliments but this 
began to abate in the spring and has 
now died down almost completely. 
Mingled with all the shouting, mis- 
information and, occasionally, abuse 
there was a certain and very impor- 
tant admixture of truth and, on the 
whole, the hysterical outbursts of 
certain writers and speakers prob- 
ably contributed a good deal to the 
solution of a difficult and thorny 
problem, although in a manner en- 
tirely different from that which they 
intended. 

I think everyone in the accounting 
profession who had any connection 
with the committee of the New York 
State Society and the American In- 
stitute of Accountants which were 
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dealing with the extension of audit- 
ing procedure will agree that it is to 
the everlasting credit of the Securi- 
ties and Exchange Commission and 
the New York Stock Exchange that 
these bodies and the membership of 
the various state societies and the 
American Institute of Accountants 
were able to keep their heads in 
those trying months. They could 
have fallen into either of two errors: 
an unintelligent conservatism which 
might have taken the attitude that 
the Coster Musica case was entirely 
exceptional, entirely without the 
scope of ordinary audit work and 
that, therefore, no change, improve- 
ment or extension of audit procedure 
was required; or the opposite mis- 
take could have been made and radi- 
cal changes not only of procedure 
but of basic attitude and principle 
might have been advocated. The 
position might have been taken that 
every corporation official was pre- 
sumed to be guilty until proved in- 
nocent and that every inventory was 
presumed to be worthless until its 
existence and value were proved. 
Fortunately, those responsible for 
working out a solution to the prob- 
lems brought into prominence by the 
Coster Musica case were neither re- 
actionary or radical. The committees 
were large and were composed of 
men of extensive and rather remark- 
ably diversified experience. All sizes 
and types of practice from the indi- 
vidual practitioner to the national 
firm were represented. I believe it 
could be fairly said that the results 
of the work of the committees repre- 
sent as nearly as possible the con- 
sidered thought of the profession. 


When all the work was done and 
when all the arguments were over, 
and there were many within and 
without the committee, one fact 
stood out clearly—we still remained 
auditors, we were not appraisers, we 
were not industrial experts, we were 
not detectives; we were simply men 


to whom the management of certain 
enterprises made representations of 
the state of affairs of the enterprises 
for the conduct of which they were 
responsible and we in turn were re- 
sponsible for making reasonable 
tests and checks to satisfy ourselves 
of the credibility of those representa- 
tions. To many that was the best 
and most cheering result we could 
have reached and is, I think, the 
most important. The fact that all 
concerned—the Securities and Ex- 
change Commission, the Stock Ex- 
change, the Robert Morris Asso- 
ciates, National Association of Manu- 
facturers, and all the individuals 
with whom we consulted agreed that 
there were certain audit procedures 
which had been carried out com- 
pletely by a few in the past, partially 
by some and not at all by many 
should now be considered as gen- 
erally accepted procedure, was im- 
portant and significant but was not, 
to me at least, of equal importance 
with the reaffirmation of our position 
as auditors. This gives us the basis 
for whatever extension of our work 
is required. 


The auditor who has not in the 
past had close and effective contact 
with the physical inventory must 
now see to it that he has. The only 
exception to this is where such con- 
tact is impracticable or unreasonable. 
This was brought out clearly in the 
report of May 9th approved by the 
committee of the New York State 
Society and of the American Insti- 
tute of Accountants. Nothing in the 
discussion at San Francisco indicated 
any recession from this position or 
any change in it. Just what this con- 
tact should be, how it should be ar- 
ranged, how extensive it should be, 
when the contract should be made, 
are all questions which can be an- 
swered satisfactorily only by the in- 
dividual auditor applying his judg- 
ment to the individual case. The 
auditor’s responsibility for errors of 
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judgment is about the same here as 
anywhere else. He will, without 
doubt, be held fully responsible for 
errors which are so gross as to 
amount to fraud or negligence. He 
will probably have a much smaller 
liability for errors of judgment based 
on an honest mistake but he must be 
able to show that he did enough 
work to form the basis of a reason- 
able opinion and that the opinion 
was, in fact, reasonable. For in- 
stance, if the auditor observed the 
counting of 10% of the items of an 
inventory and it was clear that the 
system was well carried out, no 
errors of any sort were found, and 
the items counted were readily 
traceable into the financial records, 
the auditor might be considered to 
have made an adequate test. If, how- 
ever, the auditor made a larger test, 
say 30%, and found that one out of 
five items did not agree with the re- 
cords, that the descriptions were so 
vague that the items could not be 
readily identified, and that the ex- 
planations for shortages were con- 
fusing and inadequate, it is quite 
probable that it would be held that 
the test of 30% was inadequate and 
the auditor should have insisted on 
other and further means of satisfy- 
ing himself that the representations 
of the management as to the quan- 
tity and value of the inventory had 
some relation to actual fact. In the 
second case it was clear that either 
no adequate system of internal check 
existed or if such a system was pro- 
vided for it was not carried out. 


A great deal has been written and 
said about work on inventories under 
the extended procedure which I do 
not propose to repeat. I think from 
a strictly practical point of view the 
more closely we keep in mind that 
we are not taking inventory but 
merely satisfying ourselves as to the 
credibility of the management’s 
representations the better off we will 
be. We do not have to see or touch 
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everything that is said to be in the 
inventory but what we must do is to 
be satisfied: first, that the items we 
test do, in fact, exist and correspond, 
so far as a nontechnical man can tell, 
with the descriptions in the records, 
second, that the quantity records 
which are closest to the physical 
material do, in fact, form the basis of 
entries in the financial books and, 
third, that the system in use is such 
that it would be difficult and cumber- 
some to manipulate inventory quan- 
tities. It is, | imagine, quite unusual 
for the auditor or his own assistant 
to do any actual counting or weigh- 
ing. The usual thing is for the client’s 
employees to go along with the audi- 
tor and for him to watch the client’s 
employees place the material on the 
scales and for him to observe the 
counting, whether it is done at in- 
terim periods or at the close of the 
year. As a practical matter it will be 
found that most of our work which is 
designed to establish physical con- 
tact with the inventory is in the 
nature of observation rather than ac- 
tual physical counting or weighing. 

A revised report of the committee 
of the American Institute will be 
issued shortly. The language will be 
different, the emphasis will be a little 
different, the essentials will be un- 
changed. No auditor may omit such 
extension of his procedure as_ will 
give him adequate physical contact 
with the inventory where this is 
possible. Where this is impossible he 
must satisfy himself by other means. 
Where he can neither establish con- 
tact nor satisfy himself by other 
means he must qualify his certificate 
and, in certain circumstances where 
the inventory is of sufficient impor- 
tance, he must consider whether he 
can give any certificate at all. 

While it is probably too soon to 
come to any conclusion, the present 
trend in accountants’ certificates ap- 
pears to be to state more than is 
required by the report of the Com- 
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mittee rather than to hold to the 
minimum, that is, where adequate 
work on inventories and receivables 
has been done, to make no mention 
in the certificate of these items. 

An examination of published state- 
ments for companies reporting on 
fiscal years ending after December 
31st 1938 indicates that the general 
practice is to make a fairly compre- 
hensive statement—far more so than 
is required by the Committee Report, 
on inventories and_ receivables. 
Whether this additional explanation 
or information in the accountants’ 
certificates was placed there on the 
initiative of the client or the account- 
ant we do not know but I am inclined 
to think that in some cases at least 
the client may have expressed a wish 
to have some statement of the addi- 
tional work which was done included 
in the certificate so that there would 
be no doubt that the extended pro- 
cedure now recognized as generally 
accepted was, in fact, carried out or 
omitted. 

In the accounts of a crude oil pro- 
ducer, the auditor stated that physi- 
cal tests of inventory quantities were 
not made. 

For a company manufacturing 
roofing, floor coverings and similar 
products, the auditors stated that 
they did not check inventory quanti- 
ties by physical inspection but re- 
viewed the adequacy of the com- 
pany’s inventory procedures and ob- 
served during the stock taking that 
such procedures were followed by 
company employees. 

For a ship building company, the 
auditors reported thit they visited 
the company’s yards, reviewed the 
procedure followed by employees of 
the company and made test checks 
of quantities on hand near the bal- 
ance sheet date. 

In the certificate to the accounts 
of a large textile company, the audi- 
tors stated that they examined the 
records, reviewed the procedure, 


tested the prices and computations 
extensively but the scope of their 
examination did not include physical 
tests of quantities. 

For a company engaged in the pro- 
duction and processing of vegetable 
oils and similar and related products, 
the auditors stated that in addition 
to their review of the inventory 
methods, their representatives were 
present at the major company ware- 
house and mill locations at the time 
the inventories were taken and that 
they satisfied themselves as to the 
procedure followed and made test 
checks of quantities and that material 
in warehouses was confirmed directly 
to the auditors by public authorities 
and that material held by other cus- 
todians was confirmed by direct 
correspondence. 

Por a large department store the 
auditors reported that their repre- 
sentatives were present during the 
period of inventory taking and that, 
based upon their observations, it was 
their opinion that accepted pro- 
cedures were followed in the deter- 
mination of quantities but that no 
tests were made of quantities or of 
the retail valuation. 

In the certificate covering the ac- 
counts of a manufacturer of agricul- 
tural chemicals, the auditors stated 
that they reviewed the procedure fol- 
lowed by the company’s employees 
in determining quantities and condi- 
tion of inventories and_ satisfied 
themselves as to the reasonableness 
thereof. Obviously, in this case phy- 
sical tests were not made. 

For a large mail order house the 
auditors state: “We have tested the 
count, prices, and computations of 
the inventories at Mail Order houses 
and warehouses, which inventories 
comprise approximately 45% of the 
total inventory value, and we have 
accepted the inventories at retail 
stores and factories, many of which 
were examined by us during the year, 
after applying gross profit tests to 
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establish the reasonable accuracy of 
the inventories at those units. Ade- 
quate provision has been made for 
slow-moving and obsolete stock. The 
inventory values, in our opinion, are 
substantially correct as stated.” 

All of the foregoing accounts were 
signed by accounting firms of the 
highest standing. While a few state- 
ments picked more or less at random 
of fiscal year companies may not be 
conclusive evidence of the practices 
which will be followed at the close of 
the year, I am inclined to think they 
give a fair indication. It seems to me 
that conditions vary so greatly in 
different industries and in different 
units of the same industry that the 
clients will probably wish a fairly 
comprehensive statement to be made 
going far beyond what the report of 
the Committee requires. I can see no 
objection to amplifying the certifi- 
cate so long as the amplification is 
made in such a way as to decrease 
rather than increase the possibility 
of assuming that the auditor has done 
more than is actually the case. No 
objection can possibly be made where 
the client wishes the auditor to say 
as little as possible provided he has 
followed what is now generally ac- 
cepted audit procedure. 

The exact wording of the certifi- 
cate will need study in each engage- 
ment. The auditor must, of course, 
insist on a proper qualification where 
the extended audit procedure is quite 
possible but is not permitted by the 
client. Beyond this the wording of 
the certificate can be quite flexible. 
As long as facts are clearly stated I 
do not see how objection can be 
taken to any amplification of the cer- 
tificate in the way of describing what 
work has been done. If what is now 
recognized as generally accepted 
procedure has been followed then 
there is no absolute necessity for 
mentioning the inventory item. 

3etween these two limits there is 
opportunity for wide variation. It is 


possible that the trend towards am- 
plification in certificates may be a 
good one for the next few years until 
the readers of the accounts have be- 
come fully accustomed to regarding 
the additional work as accepted pro- 
cedure. It may be that after such a 
period of time the description of what 
work has been done may be greatly 
condensed or entirely omitted. In 
any case, the important thing is to 
realize that we must do the work or 
qualify, or, if the conditions of the 
work required, we might have to 
give merely a description of the work 
done without stating any opinion. 


A point which should not be over- 
looked and which is probably of con- 
siderable importance to a number of 
members of the New York State 
Society, is that the auditor may still 
continue to act as an expert in a par- 
ticular line of busines and that he 
may still do this quite outside of his 
accounting practice. The obvious 
example is, of course, in the textile 
and garment trades where, I under- 
stand, a number of members of our 
Society are probably as well qualified 
to take inventories of material and 
garments, as the proprietors of the 
enterprise, passing on quantity, con- 
dition, style and similar features 
with complete assurance and author- 
ity. This, of course, is a useful ser- 
vice to the client and is an occupa- 
tion which is quite compatible with 
the practice of accountancy, although 
it does not, I think, strictly fall with- 
in the actual definitions of account- 
ancy practice. However, it is a 
dangerous error to think that the ex- 
tension of audit procedure assumes 
that an accountant or auditor will 
now be able or should be able to exer- 
cise this type and degree of skill 
when he is passing on the quantity 
and price of inventories generally. 


The Society has gone on record 
several times before that the exercise 
of an unusual skill in one or two lines 
of business is not to be taken as an 
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indication that any one accountant 
possesses a similar skill in all lines 
of business or that accountants gener- 
ally possess this type of skill in all 
lines of business and I believe there 
is nothing in the extension of audit 
procedure as approved by the Society 
which changes this position in any 
way. The only difference between a 
member of this Society counting or 
Weighing or supervising the count- 
ing or weighing of an inventory and 
the same function carried on by a 
man picked up at random on the 
street is that the member of this 
Society is, so far as that particular 
business is concerned, a nontechnical 
man of rather more than average in- 
telligence and the chances are that 
the man picked up on the street will 
be somewhat below average. They 
are both, however, nontechnical men 
and they can only be held responsi- 
ble, so far as the counting and weigh- 
ing goes, for the exercise of such or- 
dinary intelligence as they may be 
presumed to have. 


We all know the difference be- 
tween the principal materials used in 
industry, metals, fabrics, leather, 
wood, plastics, and the like. We can 
distinguish with considerably less 
certainty between varieties of these 
materials, that is, we can tell the dif- 
ference between lead and steel or be- 
tween wool and silk. However, when 
we come to make distinetions, such 
as that between silk and rayon, 
bronze and copper, wool and shoddy, 
we are on very much more debatable 
ground and the average layman can 
go little beyond this in his distinction 
between different materials. Beyond 
that he will have to rely on what 
really amounts to secondhand in- 
formation or records. I do not know 
whether the label on a can of fruit is 
a record or not but I do know that if 
we count several hundred cases of 
canned peaches we aye not going to 
do more than open one or two cases 
to see that the cans do have labels on 


which there is a picture of a peach 
and a few corroboratory words. The 
rest of the cases we will probably 
count and give a push with a hand 
or shoulder to satisfy ourselves that 
they are full of something and I 
believe almost everyone would agree 
that this was a pretty fair physical 
tESt. 

One reason it would seem to be a 
fair physical test would be that it 
would not be worth while to go to 
the expense of piling up boxes and 
putting something in them which 
weighed about the same as the 
peaches. The amount involved would 
not be sufficiently great. If, however, 
we were counting gold bars our pro- 
cedure would be quite different. We 
would weigh each bar and there 
would undoubtedly be certain mint 
or assay marks on the bar which 
would tie definitely to certain offi- 
cial records and we would be as sure 
of the value of the gold as we would 
be sure of the value of cash when it 
was counted in a bank. 


This summer I| had to count at one 
time about twenty tons of dynamite. 
I was told it was perfectly safe, that 
generally nothing happened, that the 
greatest danger in taking such an in- 
ventory was the risk of getting a 
headache from the fumes which the 
dynamite constantly gives off. How- 
ever, I felt quite satisfied to stand in 
the center of the powder magazine 
and count the boxes. There were 
hundreds of fifty pound boxes—only 
two of them were opened. The two 
that were opened were obviously 
half full of dynamite. They were 
neatly labeled by the DuPont Co. 
and the labels assured me that they 
contained sufficient dynamite to re- 
move me and a large section of the 
surrounding country for a long dis- 
tance. Here I did not make any great 
effort to determine the existence of 
this dynamite beyond counting the 
boxes. I did not take a hammer and 
open the boxes. I did not push the 
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box or shove it to make sure it was 
heavy. I just looked around, counted 
the boxes and walked briskly out of 
the powder magazine to avoid get- 
ting the “headache” which I was told 
might be the result of staying in 
there too long. However, I am ab- 
solutely certain that the powder was 
in there because I know the mine 
could not operate without that much 
powder on hand. I know they had 
received two or three carloads in the 
last month and that those two or 
three carloads less about a month’s 
consumption were in the magazine. 
My chemical knowledge of the com- 
position of dynamite is of the 
vaguest. If I were instructed to 
make a test as to whether the sticks 
I saw in the boxes were dynamite or 
tallow candles wrapped up in yellow 
paper I would be afraid to make the 
test even if I knew how to do it but 
I am still absolutely certain that the 
dynamite was there and I am abso- 
lutely certain that I made an ade- 
quate and satisfactory physical test 
of it. 

The only reason for this long des- 
cription is to give the members an 
idea of what I think should be the 
state of mind of the auditor when he 
is making these tests. An attempt to 
make exhaustive or technical tests is 
both useless and unfair to the client. 
It is useless because it will not bring 
out, in general, any facts which what 
might be described as a common 
sense layman’s nontechnical test will 
not bring out. It is unfair because it 
places a double burden on the client ; 
first, by reason of an unwarranted 
addition to audit fees, and second, by 
reason of an unwarranted burden on 
the client’s staff. 


An auditor must necessarily be a 
nuisance but he should always try 
not to be any more troublesome than 
he must and while he must be more 
or less disruptive and annoying as is, 
I think, always the case when endea- 
voring to make physical contact with 


inventories, it will be to his own ad- 
vantage as well as to the client’s, to 
keep the disturbance to a minimum. 
One way of doing this which has 
been brought out in the Committee’s 
report and which I think can hardly 
be emphasized too strongly, is to do 
your physical contact work at some 
other time than the end of the year. 
This, of course, depends on the ade- 
quacy of your client’s system and to 
some extent on his willingness to co- 
operate, although it would seem to 
me a rather stupid client who would 
not try to see that your work was 
done at a time when his own staff 
was not harassed with all the other 
problems which always arise at the 
close of a period. The ways by which 
this can be accomplished are pretty 
clearly outlined in the Committee’s 
report and any accountant can, I 
think, develop them to fit his own 
particular case. 


The second way in which annoy- 
ance and disturbance can be saved is 
by very careful preparation of the 
inventory work. If it is necessary to 
be on hand at the time the actual in- 
ventory is taken, a careful survey of 
the client’s methods, a knowledge of 
just which of the client’s men and 
just which of your own men will par- 
ticipate and, if possible, an approxi- 
mation of about what will be the 
important items in the inventory will 
save much time and trouble when the 
inventory is actually being taken. 
Obviously, the preparation of sched- 
ules as complete as possible will also 
save a great deal. 


If items to be tested can be selected 
in advance, that is, if it is known that 
certain items are always important 
and would be tested in any case, the 
schedules, with description, location, 
and whatever information is needed, 
can be prepared beforehand. There 
is a great deal of this preparatory 
work which can be done and it is 
well worth spending an hour before 
hand to save ten minutes at the time 
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the actual inventory is being taken. 
Usually, however, the preparatory 
work takes no longer than the same 
work would require at the time of 
the actual inventory taking. 


I think, in all this work, considera- 
tion for our clients must always be 
in our minds. It is somewhat like a 
surgeon performing an operation, or 
a dentist pulling a tooth. The opera- 
tion must be performed and the 
tooth must be extracted. However, 
there is every argument for doing it 
as quickly and painlessly as possible 
and any accountant who does not do 
his inventory work in the smoothest, 
least obtrusive and least annoying 
way is doing himself and the profes- 
sion a great disservice. It is worth 
much preliminary study to deter- 


mine how this work can be done 
with the least interference with rou- 
tine and the least disturbance to the 
client’s staff. 


Without minimizing the necessity 
for making it clear to the public that 
we can and do make the proper audits 
of inventories, we must at the same 
time be very careful not to hold out 
to the public that we are doing any- 
thing more than can be expected of 
an accountant. In other words, we 
have a duty to explain what we do 
and the more frequently and more 
fully this is explained, the better off 
we are. At the same time, we must 
make every effort to avoid the dan- 
gerous overselling from which the 
profession has suffered so much in 
the past. 
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The ‘Mechanics’ of Confirmation of 


Inventories 


By C. OLIVER WELLINGTON, C.P.A. 


N a recent address, Jerome N. 

Frank, chairman of the Securities 
and Exchange Commission, ex- 
pressed the opinion that the inde- 
pendent auditor should be suspici- 
ous. To the extent that the word 
“suspicious” properly expresses the 
viewpoint of the independent aud- 
itor, it should be applied to inven- 
tories more than to other assets. If 
any attempt is to be made to render 
the financial showing of a company 
more favorable than it really is, the 
difference between the facts and the 
picture which the company would 
like to show can more readily 
be concealed in the inventory than 
in any other asset. It is hard to 
inflate the cash. It can usually be 
proved without difficulty whether 
the accounts and notes receivable 
were set up in the regular course 
of business and can reasonably be 
expected to be liquidated in the 
regular course of business. How- 
ever, one or more officers can, and 
in some cases have, marked up in- 
ventory quantities so as to perpe- 
trate fraud on a large scale. | am not 
merely referring to the Coster- 
Musica case, as there have been a 
number of others. 

Feeling as I have for many years 
about the importance of inventories 
and the independent auditor’s con- 
firmation thereof, I am particularly 
pleased that the profession as a 
whole has taken the strong forward 
step in extending generally accepted 
auditing procedures to include tests 
of physical stocks. 

In a paper I read at the Interna- 
tional Congress on Accounting in 
1929, ten years ago, on the subject of 


“The Accountant’s Responsibility 
for the Inventory”, I outlined in 
some detail the points to which at- 
tention should be directed: first, by 
the controller and, second, by the 
certified public accountant. I have 
reviewed that paper of ten years ago 
in the light of recent events and find 
little to change or add. The experi- 
ences of the last ten years have 
merely emphasized the importance 
of some of the points I made at that 
time, which were then based on ex- 
periences of my firm covering a 
period of over twenty years. 

However, as ny time today is too 
short even to summarize the points 
that were made in that rather long 
paper, I merely mention it to you 
in case anyone is interested in going 
into greater detail on this question 
of the mechanics of inventory veri- 
fication. 

The financial statements in total 
and the individual items on the 
financial statements are the repre- 
sentations of the management, and 
the function of the independent 
certified public accountant is to 
make sufficient examination of each 
of the items on the financial state- 
ments so that he can express a pro- 
fessional opinion with regard to the 
statements as a whole. Under the 
generally accepted procedure as out- 
lined in the report adopted by the 
Society on May 22, 1939, there is no 
difference in principle between the 
asset of inventories and any other 
assets or liabilities, but the usually 
large amount of inventories and the 
relative difficulty in obtaining suf- 
ficient information to confirm the 
representations of the management 
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as to the inventory total make the 
method and extent of the examina- 
tion of this asset of particular im- 
portance. The accountant, there- 
fore, must apply to the examination 
of the inventory asset those methods 
of inquiry, testing and checking that 
lie reasonably within the scope of 
his ability and experience. 

In the normal case, the account- 
ant does not “take” the inventory 
and he assumes no greater respon- 
sibility for confirmation of this 
asset than for any other asset or 
liability, but he is expected to make 
a sufficiently extensive examination 
to satisfy him as an independent 
accountant that the representations 
of the management as to the total 
value of inventories in the financial 
statements are substantially correct. 
In general, the most effective and 
economical procedure for confirma- 
tion of inventories is a combination 
of testing of records of the company 
and testing of physical stocks. 

I am considering the mechanics 
of inventory verification under three 
main headings: first, planning; sec- 
ond, contact; and third, control. 

In connection with the planning 
it is very important that there be 
full cooperation between the con- 
troller or chief accountant and the 
independent auditor. There must 
be a decision as to whether there 
needs to be a complete physical 
inventory at one time or whether 
the system of continuous inventory 
control is sufficiently effective so 
that there need be merely sufficient 
test checks of the continuous inven- 
tory records to confirm their sub- 
stantial accuracy and prove that 
quantities and resulting total value 
can safely be taken from such records. 

In either case, the controller and 
the independent accountant should 
plan together the procedure that is 
most effective and economical ; first, 
for the client to keep the cost of taking 
and the time required down to a 
minimum; and second, for the audi- 


tor in determining the adequacy of 
tests and setting a reasonable limit 
on the cost of testing. With the com- 
plete physical inventory at one time, 
the first step is the planning before 
inventory to determine the date 
when the inventory will be taken and 
the dates when the whole plant or 
various departments of the plant 
must be shut down. Often it is de- 
sirable to shut down some depart- 
ments on different dates than others. 
There should also be a schedule 
made of the nature and extent of the 
stock that will be present in those 
departments on the inventory date 
and the number of checkers required, 
both the checkers from the company 
itself and men from the accountant’s 
staff who make such tests as are 
necessary. 


The next matter to be considered 
is the kind of tags or sheets to be 
used, the numbering thereof so that 
all must be accounted for, and the 
preparation of instructions for the use 
and return of all tags and sheets. 
Further provision should be made 
for listing and for pricing and also 
for suitable internal checks whereby 
the men who check the inventory 
quantities as determined in the vari- 
ous departments shall be men taken 
from some other department of the 
business, so that within the company 
there will be that independent check 
of one or more people from the out- 
side verifying the work of the people 
in the department itself. 


There should be proper instruc- 
tion for the orderly arrangement of 
the inventory stocks to make it most 
easy and effective, first, to take stock, 
and then to check and test it. Hav- 
ing made these plans prior to inven- 
tory taking, at the inventory date the 
controller should see that the pro- 
cedure outlined is functioning effec- 
tively and should see that tags or 
sheets are collected, checked and 
listed. Special attention should be 
given to stocks in the receiving and 
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shipping rooms; and also to obsolete 
or slow-moving goods. 

After the inventory is taken, the 
controller has the responsibility of 
checking the question of ownership 
of goods in warehouses, or on con- 
signment, or any portion of the in- 
ventory that may be pledged as se- 
curity. The controller also has the 
responsibility for determining the 
accuracy of the inventory cut-off. 
Then there is the important question 
of pricing, first, at cost, and then at 
market, if in any case market is be- 
low cost. This, of course, will cover 
raw materials, work-in-process and 
finished stock. He should also see 
that proper adjustment is made for 
any obsolete stock or seconds, to 
write them down to realizable value. 

After inventory, the controller 
must see that the inventory sheets are 
properly extended, footed, checked 
and summarized, and any necessary 
adjustments made so that the book 
inventory will agree with the physi- 
cal inventory. These steps I have 
mentioned are for a company that 
takes a complete physical inventory 
at one time. 

In the case of better run companies 
where there is a continuous inven- 
tory control, there are two custom- 
ary methods for verification of the 
records with the stock. One is to 
have a procedure whereby some 
items of the inventory will be 
checked every day through the year 
and enough checks are made so that 
every item in the inventory will be 
verified one or more times each year. 
The second plan is to check all items 
when they have reached the mini- 
mum limits as called for by the stock 
records, and when additional quan- 
tities have to be ordered. The second 
plan is usually better because at the 
time of checking the stock is at its 
minimum, and also the checking 
corresponds with the activity of the 
stock and is more frequent for the 
active items. 

As I have noted, the primary re- 
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sponsibility for the inventory is 
with the controller. However, the 
independent accountant can often 
help a great deal with suggestions 
as to inventory taking. He must 
plan in advance with the controller 
to make tests of the inventory in a 
manner and at times that will not be 
unduly burdensome to the client. I 
have in mind a case of one concern 
where they formerly closed down 
for a solid week for inventory, and 
under a better procedure that we 
helped them determine they now 
merely close down Friday night, 
take and check the inventory over 
Saturday and Sunday and are able 
to open up again on Monday morn- 
ing. Obviously, if that plant is busy, 
the saving of those days means real 
money. 

The second sub-topic is the value 
of the contact. If the accountant 
actually sees and touches the inven- 
tory, he obtains a knowledge and a 
feeling of the business that he can 
never obtain by merely looking over 
the records. Also, going through 
the plant he gets an impression as 
to the efficiency with which it is 
operating, the way the machinery is 
laid out, and the way the materials 
are handled; likewise by inquiry he 
finds how the movement of the raw 
materials, the work in process and 
the finished goods are controlled. 
He also obtains an impression as to 
the competence of the men in the 
various departments whose job it is 
to handle stock and keep track of 
the stock. He can make a visual 
survey of the inventory. He can 
note large quantities of any one item 
or groups of items; oftentimes he 
will see items that appear to be old 
and possibly obsolete, and in going 
around he has the opportunity of 
asking questions of the men who are 
physically handling the stock. Fre- 
quently they will volunteer informa- 
tion that a particular lot over in the 
corner has been there three or four 
years without moving. The account- 
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ant thus gets some first-hand infor- 
mation which will make much more 
effective his testing of the inventory 
records. 

In making the auditor’s tests of 
physical inventories, it is not neces- 
sary to count all the items, any more 
than it is necessary to check every 
posting or footing in the books. Test 
opening of barrels or boxes, test 
samplings of materials by employees 
of the client under the supervision 
of the accountant, is all that is neces- 
sary or desirable to do in the average 
case. In addition to such testing of 
the physical items, the use of records, 
which most well-run companies 
keep, such as those of production and 
costs, is a great help in satisfying the 
skilled accountant that inventory 
quantities which he has tested and 
inspected do or do not confirm the 
records which he has checked. 

He also should investigate in the 
plant the effectiveness of the control 
through the continuous inventory rec- 
ords, if there is a continuous inventory, 
and inquire as to differences that 
have been found as the physical 
stocks have been checked with the 
records—how many counts are made 
as a matter of regular procedure 
and the accuracy of those accounts. 
He will, of course, have some counts 
made by his own people to test the 
representations of the stock men 
as to the accuracy of their work, so 
that he will get a first-hand impres- 
sion as to the effectiyeness of the 
control and of the records. 

If the tests that he makes, which 
need not be very extensive in a well- 
run plant, indicate that the records 
are accurate and well kept, and he is 
satisfied that they do indicate the 
facts, he need make very few tests. 
If, on the other hand, the tests that 
he does make indicate lack of ac- 
curacy, then he must greatly extend 
his testing. In the case of the aver- 
age company, the test of the inven- 
tory can be made during the year and 
it should not be necessary to wait 


and make all tests at the end of the 
fiscal year. This is a very important 
practical matter, as so many clients 
close their books on December 31st, 
that it would be physically impos- 
sible for accounting firms to make 
the necessary tests of inventory 
quantities for all calendar year 
clients on one particular day or with- 
in one particular week. Therefore, 
in planning inventory tests, we must 
all arrange in advance to make be- 
tween now and December 31st, such 
tests as can be made to satisfy our- 
selves as to the substantial accuracy 
of the record-keeping of the calendar 
year clients. 

In my opinion, the time spent in 
making tests in the plant is worth 
a great deal more in substantiation 
of inventory than the same amount 
of time spent merely in the office. 
If there is any gross carelessness or 
dishonesty, it is much more likely 
to be discovered by suitable investi- 
gation in the plant. If one or two 
men at the head of the busines are 
dishonest, they can falsify the in- 
ventory totals, as shown on the in- 
ventory sheets, by a very few 
changes made in the office, but it 
is practically impossible for them to 
falsify all the records out in the 
plant, and no man would dare to 
take into his confidence in a con- 
spiracy all of the various people han- 
dling stocks in the plant. So | recom- 
mend that, if we have a certain 
amount of time to spend on inven- 
tory verification, we spend a sub- 
stantial part of it in the plant and a 
lesser part in the office. 

I can perhaps illustrate this by 
two cases. The first was a company 
operating chain stores. Each store 
was required to send in at the end of 
the fiscal year a complete inventory 
which has been checked at the store, 
and it was completely rechecked at the 
main office. The previous practice 
of the independent accountants was 
to make a very detailed check of 
these sheets in the main office. That 
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meant a number of men spending a 
number of days in checking sheets 
which had already been doubly 
checked. In my opinion, the same 
amount of time put into visits to cer- 
tain of those chain stores and actual 
inspections of stock and talks with 
the management and employees in 
those stores, would have given the 
accountant a much clearer picture of 
the real value of that inventory and 
would have been much more likely to 
turn up any slow-moving stock, if there 
were any. I am not advocating the 
omission of studies of the results of 
individual stores and their records 
of gross profit by departments and 
in total but have referred to the 
checking of the inventory sheets 
themselves. 

In the second case, in a large 
manufacturing concern with a num- 
ber of plants, we found that the 
practice had been for each plant to 
take a complete inventory, sending 
it to the main office. At the main 
office the items on the inventory 
sheets were rechecked as to prices 
and extensions, and the independent 
accountant’s staff spent a lot of time 
in checking these sheets. Here again, 
if half as much time had been spent 
by the accountant’s staff in visiting 
certain plants, asking questions of 
the men who kept the stocks, finding 
out about the local conditions and 
operations and satisfying themselves 
as to the substantial accuracy of 
the records in the plants, I believe 
the accountants would have had a 
much clearer and truer opinion as 
to the value of the final total inven- 
tory. 

In general, we must apply judg- 
ment and common sense to a com- 
bination of physical tests and check- 
ing of records that will satisfy us 
as to the existence of the quantity 
and the quality of the inventory in 
each case. One of the most impor- 
tant matters to keep in mind is the 
necessary control of inventory quan- 
tities between the time of inventory 
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taking and the time when the final 
total inventory expressed in dollars 
and cents is produced for the final 
statement. While errors in the basis 
of prices or computation may result 
in important differences in the final 
inventory total, if any attempt is 
made to change the inventory total, 
it is most likely to be accomplished 
by increasing the actual quantity on 
hand when the report is made of 
physical quantity in the final inven- 
tory. 

Accordingly, the accountant, when 
testing at the time of inventory tak- 
ing or as drawn from perpetual 
inventory records confirmed by 
suitable physical tests, should keep 
control of such quantities through 
obtaining duplicate tickets, duplicate 
sheets or otherwise so that he may 
be satisfied that the final inventory 
total does not contain quantities 
substantially different from those 
taken or drawn from perpetual stock 
records as at the end of the fiscal 
period. This control of quantities 
during the period between the taking 
of inventory and production by the 
client of the final total may be con- 
sidered as equivalent to control that 
auditors usually take over securities, 
cash and other negotiable items by 
sealing up those items that cannot 
be completely verified at one time 
and keeping all such items under 
seal until the total has been verified, 
in order to prevent substitution or 
change. The control over inventory 
is not a control of the physical items 
but a control of the records of the 
physical items on hand at the time 
of inventory so that the auditor can 
satisfy himself that those items and 
no more and no less are included in 
the final inventory. 

It seems to me there may be a 
great distinction between the inde- 
pendent accountant’s making physi- 
cal tests and observing the making 
of physical tests. The accountant 
usually does not take the inventory, 
but it is very important, if we are 
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to carry out the spirit of the report 
adopted May 22, 1939, that the ob- 
servations must be equivalent to the 
making of tests. The independent 
accountant must see that the tests 
are being made by officers or em- 
ployees of the company and must 
be satisfied that they are the kind 
and quantity of tests which will 
indicate the reasonable accuracy of 
the original taking of the inventory. 
If the independent accountant is 
merely present and walks around 
the plant and looks wise, what he is 
doing gives very little added pro- 
tection either to himself or to the 
reader of the financial statements. 
If any accountant so interprets the 
wording of the report adopted May 
22, 1939, he is endangering both 
himself and the whole profession, 
and in my opinion it will be only a 
question of time when there will be 
another case for which accountants 
will be severely criticised. 

Possibly the foregoing discussion 
may be made more specific by giv- 
ing a summary of three cases where 
physical inventories were tested. 

One of the first engagements 
Clinton H. Scovell had after he 
founded our firm was the audit of a 
leather company which operated 
two tanneries. As more than one- 
half of the total current assets were 
represented by inventories of hides, 
raw and in process, and finished 
leather, it seemed to him from his 
background of several years of busi- 
ness experience before entering the 
professional work, an obvious part 
of an audit to satisfy himself as to 
the existence and value of this im- 
portant current asset. Accordingly 
he arranged to have staff men pres- 
ent at each tannery at the time of 
inventory taking who made test 
checks of the lots of raw hides and 
similar checks of the lots of hides in 
process and of finished leather. 
Suitable checks were also made of 
finished leather at the storehouse. 

In the tanks where the tanners 


suspend the hides, just below the 
top of the tanning liquor, the men 
examined row aiter row to see 
roughly how many hides were in 
each tank. In the case of hides in 
piles, the men did not count every 
pile but made some _ complete 
counts and eye tests of other piles 
to see that the count previously 
made and recorded appeared to be 
correct. Similar test counts and com- 
parisons were made of the piles of 
finished leather. The men were not 
experts in finished leather or in tan- 
ning but, by a combination of in- 
spection of physical stocks and test- 
ing of the stock records of hides 
received and the production records, 
together with the stock records 
kept for finished stock, and by ask- 
ing suitable questions of various 
employees in charge of physical 
stocks and those in charge of rec- 
ords, they were finally satisfied as to 
the substantial accuracy of the in- 
ventory quantities. By addition of 
the usual tests of the basis for pric- 
ing and calculations, they were satis- 
fied as to the substantial accuracy 
of the total inventory figure in- 
cluded in the financial statement. 
The fact that such checks of inven- 
tory quantities had been made was 
mentioned in the audit report for the 
engagement. This work was done 
in 1910, a good many years ago. 
The second and third cases are 
recent, within the past year. In the 
case of one good-sized manufactur- 
ing concern with several plants we 
included at the request of the direc- 
tors, the following statement in our 
report. “The physical inventory was 
taken as at December 31, 1938, by 
employees of the company who pre- 
pared duplicate pre-numbered tickets 
for the various items in the inven- 
tory, retaining the duplicate and 
leaving the original with the item 
inventoried. After the inventory 
count was completed, we accom- 
panied certain executives through 
the plants, picking up the originals 
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of the tickets and by various tests 
satisfied ourselves that the quanti- 
ties as shown by the tickets were 
correct. We retained control of the 
tickets picked up and, upon account- 
ing for all numbers and determining 
that the inventory had been properly 
taken, we traced individual items 
or totals to the inventory summaries 
prepared from the duplicate tickets. 
We checked the compilation of the 
inventory tickets and made substan- 
tial tests of the inventories at the 
fabricating divisions as to metal and 
product classifications.” The fore- 
going is merely a brief summary. In 
this case the treasurer’s instructions 
to employees regarding the taking 
of the inventory covered some forty 
pages, and our own instructions to 
our staff for this engagement cov- 
ered six pages, supplementing the 
treasurer’s instructions. 

In the case of another company 
where the test was much more ex- 
tensive the physical inventory of 
all of the large items of supplies 
(excluding the small items of mis- 
cellaneous supplies which are taken 
from the perpetual records), mate- 
rials, work in process, finished goods, 
and finished goods in the warehouse 
sections, subject to the main office con- 
trol, are all listed in triplicate by 
the client’s own employees. As soon 
as a division or room is ready, one 
of our men, accompanied by one of 
the client’s men, go through and 
make a fairly complete record or 
check of the items listed, and as they 
go they make a very comprehensive 
eye test of quantities in addition to 
actually stopping and counting as 
many as 20 per cent to 33% per cent 
of the items involved. When a room 
or division is completed, the client’s 
employees keep two of the sheets 
and our own representative keeps 
one carbon copy as our control sheet. 
When all of the physical quantities 
are verified, we leave the mill with 
a carbon copy of every sheet com- 
prising all of the quantities in the 


87 


inventory in our possession. These 
sheets remain in our possession until 
we return to check out the sum- 
marization, pricing, extensions and 
footings for the valuation totals. 

Incidental tests of conversion fig- 
ures, as for example, when yarn on 
loom spools is listed by the quantity 
of spools and the size, but without 
giving the weight, are made right 
in the department by actually weigh- 
ing some of the spools and deducting 
the tare weight of the spool itself 
to determine the yarn content for 
a check against standard conversion 
lists that are supplied us. 

When our men return to the job 
to check the summarization, we 
check from the carbon copies, which 
we have retained, to their summari- 
zation sheets. This prevents any 
alterations or changes in quantities 
from those we saw while making the 
quantity verification. As soon as we 
check out the original carbon copy 
quantity sheets to their sub-sum- 
maries or conversion sheets, we have 
no further use for the original car- 
bon copy sheets. We either check 
through the quantity totals to the 
final summary sheets which we make 
up for the entire inventory summary, 
or retain any sub-summary sheets 
prepared by the client in our pos- 
session until we are able to check 
through to the final summary sheet. 

In checking the pricing methods, 
we see invoices, wage schedules, ex- 
pense budgets, cost sheets which 
build up each stage of the costing 
process through to the final cost of 
finished fabrics. With these records 
all before us we check the prices 
which they have used in valuing the 
inventory at each step of process 
through to the finished goods. 

At both mills the client supplied 
us with a complete list of finished 
fabrics costs which should be used 
in the pricing of the finished goods 
inventory values. We check each of 
these lists out with their cost records. 
The client uses a standard cost 
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method of arriving at the base for 
valuation. It is necessary to convert 
material content, labor content and 
expense content cost from standard 
to actual cost. We review the actual 
material cost, as compared with 
standard, the labor actual cost as 
compared with standard and see that 
the conversion figures are correct 
which appear as a separate column 
on the mill inventory summary. 

We see all of the quantities; we 
check the listing of at least 80 per 
cent of the quantities. We check by 
eye comparative tests at least 50 per 
cent of the quantities and we check 
by count or weight at least 25 per 
cent of the quantities. We have com- 
plete control over all of the quanti- 
ties, so that not an item can be 
changed without our knowledge. 
We make a complete check of their 
summarization of quantities to the 
final summary. We make a very ex- 
tensive test of pricing methods, 
prices used, extensions and footings. 
We make a complete check of their 
conversion from standard cost to 
actual cost. 

In addition to the above, the en- 
tire inventory is subject to a double 
check in that the client’s employees 
are from month to month working 
against book controls in their normal 
cost accounting procedure. As a 
result of this, the inventory by divi- 
sions must come out reasonably 
close to those book controls, or an 
investigation is made immediately, 
and before we have completed the 
final inventory summarization. 

The question has been raised in 
many quarters as to the necessity 
for the independent accountant em- 
ploying experts to help him in his 
verification or substantiation of in- 
ventory. We have had on our own 
staff both engineers and accountants 
and undoubtedly the presence of 
engineers has influenced our audit- 
ing procedures for testing inven- 
tories. The engineers, because of 
their technical training and experi- 


ence in dealing with physical things, 
have some practical advantage in 
handling most effectively the test- 
ing of inventory quantities. How- 
ever, in the average case, while a 
man with engineering training can 
work somewhat more quickly and 
effectively, I do not feel that the 
necessary testing of physical quanti- 
ties is beyond the capabilities of the 
average man on the staff of a firm 
of accountants, providing he is given 
suitable training and _ instruction 
and works under suitable super- 
vision. 

Where it seems desirable or neces- 
sary for a particular engagement, 
engineers or other technical experts 
should be employed by the auditors 
to assist on those phases of verifi- 
cation of inventory which appear to 
be somewhat outside the experience 
of the average staff men, or for 
which such engineers *or other ex- 
perts appear to be particularly well 
qualified. Here again the decision 
as to whether engineers or other 
experts should be employed by the 
auditors depends upon the circum- 
stances of each individual case and 
the extent of the testing and check- 
ing that appears to be justified and 
necessary in that particular case, so 
that the auditor may satisfy himself 
as to the substantial accuracy of the 
inventory total included in the finan- 
cial statements. 

If only one independent expert or 
firm of experts is to be employed by 
the client for confirmation of inven- 
tories, there is no doubt in my mind 
that it must be an accountant rather 
than an engineer or an appraiser or 
any other who may claim special 
qualifications. There are so many 
factors other than quantities and 
condition that affect the final total 
for inventory in the financial state- 
ments, and the most effective and 
economical verification of even the 
quantities and condition is such a 
judicious combination of testing of 
the physical stocks and the records, 
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that a man without training as an 
accountant can hardly be expected 
to cover all the factors and reach 
a sound conclusion. 

Another question has been raised 
under the extensions of auditing 
procedure as to whether the inde- 
pendent certified public accountant 
assumes “full responsibility” for the 
inventory. The report adopted by 
this Society and the American Insti- 
tute of Accountants states that “It 
should be clearly underst 0d that, 
in undertaking these auditing pro- 
cedures regarding inventories, the 
independent certified public account- 
ant does so for the purpose of satis- 
fying himself as to the credibility of 
the representations of the manage- 
ment regarding quantity and condi- 
tion and does not hold himself out 
as a general appraiser, valuer, or 
expert in materials.” In my opinion, 
the independent auditor must now 
take the same kind of “full responsi- 
bility” for inventories that he does 
for any other assets and liabilities. 
The inventory represents such a 
large proportion of the total current 
assets of the average business that, 
without sufficient confirmation for 
the independent accountant to sat- 
isfy himself in regard to the total 
at which the inventory is included 
in the financial statements, his opin- 
ion as to the financial statements 
as a whole is of doubtful value and 
may possibly be misleading. 

Judge Cardozo stated, in the 


Ultramares case, that: “Even an 
opinion, especially an opinion by an 
expert, may be found to be fraudu- 
lent if the grounds supporting it 
are so flimsy as to lead to the con- 
clusion that there was no genuine 
belief back of it”. 

Security holders and the public 
generally expect some one outside 
of the management to pass upon the 
substantial accuracy of inventories, 
as well as other assets and liabilities 
included in the financial statements. 
In my opinion, the independent cer- 
tified public accountant is, on the 
whole, best qualified to pass upon 
this asset and, whether we like it 
or not, he must accept such respon- 
sibility for this asset as can fairly 
be assumed by him as an accountant. 
This responsibility is for the total in 
dollars, and therefore must include 
all factors which influence the final 
total, such as quantities, condition, 
basis of pricing, and computations. 
In meeting this responsibility, he 
does his work as an accountant, he 
applies to each engagement his skill 
and experience as an accountant, 
and, while he is well advised to ap- 
proach confirmation of inventories, 
as well as all other assets and lia- 
bilities, with an attitude which Mr. 
Frank characterizes as one of sus- 
picion, the result of the independent 
accountant’s work should, and I 
trust always will, be judged from 
the standpoint of what can reason- 
ably be expected of an accountant. 
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Extensions of Auditing Procedure 


N THE discussion which followed 

the presentation of the papers at 
the afternoon session on “Extensions 
of Auditing Procedure”, the follow- 
ing statements were made: 

Mr. William H. Bell stated that 
he believed there was much obscur- 
ity about inventory verification, but 
“if there could be any definition as 
to what is practicable and reason- 
able with respect to inventory work, 
we would not have any difficulty 
at all. . now we are confronted 
with a situation that wherever it is 
not practicable and not reasonable, 
and the auditor satisfies himself by 
other methods, he need say nothing 
about it in his certificate. I think 
I am thoroughly in accord with that, 
provided the proper construction is 
made upon what is practicable and 
reasonable. My own opinion is that 
there are very few situations where 
it is not practicable and reasonable 
to do that. I think we ought to 
define what we mean by “practicable 
and reasonable.” It is not that the 
accountant hasn’t got enough men 
on his staff; it is not that he does 
not take the engagement until the 
twentieth of January, when the year 
ends December 3lst; it is not that 
his client will not pay him for doing 
the work,—it has got to be because 
in the nature of the case it is prac- 
tically impossible for him to make 
up his mind whether the inventory 
is right or not, and in that case, 
considering what this is all about,— 
namely, the protection of the public 
and not the protection of the public 
accountant,—I fail to understand 
how the public accountant can sat- 
isfy himself by other methods if 
the inventory is in fact not such 
that it is susceptible of substantia- 
tion as to quantity by the account- 
ant.” 
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Mr. Morley S. Wolfe stated that 
he “was wondering to what extent 
in the new suggested auditing pro- 
cedure the suggestions were coupled 
with responsibility or sanction on 
the part of the Society or the pro- 
fession generally to discipline the 
members who did not conform to 
the procedure.” In the adoption by 
the Society of the suggested exten- 
sions of auditing procedure, “there 
was the virtue of course, that the 
certificate would say definitely 
whether certain things had been 
done or had not been done; with 
the modifications just added (by the 
Institute), it seems we are placed 
back again in the position where the 
individual member or certified pub- 
lic accountant always did have a 
duty to decide what was the proper 
procedure and was it effective in 
this particular case. Now we are 
exactly where we were before. If 
we adopt this new amendment, as 
Mr. Bell says, we either make a 
procedure mandatory and the bur- 
den of proof is on the certified public 
accountant to explain why this pro- 
cedure was not followed, or else we 
are again going to witness a battle 
of experts saying ‘well, in this par- 
ticular case and under these circum- 
stances, it was not necessary or 
advisable, or reasonable or practic- 
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able’. 

In replying to Mr. Wolfe’s com- 
ments, Mr. Samuel J. Broad said 
“there are no ifs and ands and buts 
about ‘wherever practicable and rea- 
sonable.’ It is made, I think now, 
mandatory to undertake these ad- 
ditional procedures. I agree with 
Mr. Bell. I do not think there will 
be very many cases where we can 
say it is not practicable and reason- 
able. I think the burden of proof 
in that respect would be on the ac- 
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countant, and, if he is challenged, 
it is still his responsibility to deter- 
mine the scope of his program 

I do not think as a profession we 
should put ourselves into straight- 
jackets in drawing our programs. 
I think we have to take responsi- 
bilities for adopting an adequate 
program. In regard to inventories, 
where it is practicable and reason- 
able, I do not think that it is any 
longer a matter of opinion. It may 
be a matter of opinion as to whether 
it is practicable or reasonable, but 
once having made that decision, I 
do not think there is any longer a 
question of doing it or not, if you 
want to.” 

Mr. Charles Hecht stated, “we as 
accountants are called upon to ex- 
press an opinion as to the. . . fair- 
ness of a financial statement, and 
if that is so, there should be no 
restrictions or limitations or rules 
which we are supposed to follow. 
Each case merits its own individual 
attention, and no two cases may be 
the same.” 

As to accounts receivable, Mr. 
Hecht said that the things which 
concerned him most are “the ratio 
of the receivables to the sales, the 
relationship to the terms of sale, 
the spread of the accounts, the classi- 
fication of the risk as to the size of 
the amount and whether and 
to what extent there may be an 
overextension of credit by selling, 
by having debits in large amounts, 
larger than the credit or capital of 
the concern warrants. Ks 

Regarding inventories, Mr. Hecht 
said “I do not believe that we are 
qualified and that our being present 
at the examination of the ne 
means anything whatsoever. - 
Inventory valuation is not within our 
scope and cannot be within our 
scope. That is a special piece of 
work which requires the experience 
and knowledge of an appraiser. . 
We know that the quantities are 
there. We are present at inventories. 


What do we know about their con- 
dition? What do we know about 
their salability? What do we know 
about their age? Their use? We 
know absolutely nothing, and we 
cannot tell.” 

“T believe the policy which has 
been adopted in connection with the 
accounting procedure making man- 
datory the work of the accountants 
in regard to circularizing accounts 
or to be present at inventories is not 
warranted and is doing us more 
harm than good.” 

Mr. Lewis Gluick followed and re- 
marked, “in the matter of detailed 
auditing, Mr. Marvin mentioned the 
factoring concerns, and I think we 
could learn something from them in 
our internal check to apply to our 
own clients. For example, a com- 
pany takes an account receivable 
and advances money against it. It 
requires, as you well know, a copy of 
the sales invoice to which must be 
added or attached a shipping receipt 
as evidence that the goods have ac- 
tually been shipped. I know from 
my experience that sometimes such 
shipping receipts are forged, but 
they are extremely rare instances. 

. Would it not be a great help to 
us in our auditing if we asked our 
clients to attach the shipping re- 
ceipts to the sales bulletin or ledger 
copy of the invoice, and thereby 
have our audit made right on the 
spot? It is not conclusive, of course, 
but it is a great help.” 

Mr. Gluick pointed out the advis- 
ability of confirming accounts re- 
ceivable regardless of the fact that 
they had been paid after the end of 
the fiscal year, but before mailing 
requests for confirmation. He had 
heard of a case where a client, know- 
ing that a certain account was a bad 
debt, against which no reserve had 
been set up, had borrowed money 
and paid the account himself. 

Mr. T. Reginald Cloake said that 
he “would like to have the Commit- 
tee’s opinion on the necessity for con- 
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firming mortgages receivable 
when (the auditor has) the privilege 
of examining the original docu- 
ment.” In reply, Mr. J. Arthur Mar- 
vin stated in effect that the auditor 
should have all attendant papers in 
connection with the loans, including 
attorneys’ opinions, and even then, 
if in doubt, confirm some of the 
amounts. Mr. Lee J. Wolfe com- 
mented on mortgage confirmations 
to the effect that his firm selected for 
confirmation each year a series of 
mortgages ending in a certain num- 
eral, 1, 5, 7, etc. He stated that he 
was satisfied when the return on 
confirmations was about sixty per 
cent. 

Mr. William K. Borow requested 
information as to: 


(a) procedure when the percentage 
of replies to requests for confir- 
mation of accounts receivable is 
small, say thirty per cent. 


the real value of the negative 
system of verification. 


(b) 
(c) 


procedure in cases where no re- 
plies are received to requests 
for confirmation of accounts 
payable, and where replies are 
received sixty or seventy days 
after the request. 


In reply, Mr. Marvin said as to 
item (a) there was a question of edu- 
cating clients’ customers to reply to 
requests. As to item (b) that he be- 
lieved the negative system of con- 
firmations was satisfactory, and re- 
ferred to an investigation by the 
Securities Exchange Commission 
where “it was brought out that per- 
haps the positive form of confirma- 
tion should not be used. Asa case in 
point, you might not get enough re- 
plies before you released your state- 
ment, and there is the question of 
whether or not the accountants take 
an added liability upon themselves 
by virtue of releasing statements be- 
fore a substantial number of replies 
are received.” With respect to item 


(c), Mr. Marvin stated that “the 
question of accounts payable may 
further be taken up for considera- 
tion by the Committee; it has not 
been done yet.” 

Mr. Charles J. J. Cox wanted to 
know who was responsible for con- 
firming the accounts. Was confirma- 
tion a means of internal control or a 
tool of the auditor? Mr. Broad re- 
plied that he thought “the wording 
of the requirement is the method 
and extent to be determined by the 
independent auditor.” 

Mr. Robert H. Prytherch asked 
Mr. Broad if he felt that the indepen- 
dent auditor should duplicate the work 
of the client’s internal audit department 
as to physical inventories taken 
throughout the year, or is it sufficient 
to accept a report on the work done 
by the client’s employees? Mr. 
Broad replied that he thought the 
auditor himself should have some 
physical contact with the inventor- 
ies, and that he (the auditor) is not 
warranted in accepting the work of 
somebody in the company’s employ 
in lieu of his own work. Mr. Broad 
referred to the report of May 22 
which “indicates that where inven- 
tories are taken from time to time 
throughout the year by the client, 
whether independently or through 
an internal audit department, . . . it 
is satisfactory for the auditor to par- 
ticipate . . .” and, if he does partici- 
pate, “he should check a sufficient 
percentage.” 

Mr. F. Cornelius Wandmacher 
asked what should be done as to 
checking mortgages receivable in 
cases where taxes are in arrears for 
a number of years adding that he 
knew of a case “where a man thought 
he owned property, (he held the 
mortgage), but the property had 
been sold.” Chairman Fedde replied 
that “we are entitled to rely on legal 
opinion, I believe, in cases of that 
sort”, and that it “isn’t in the audit- 
or’s function to examine records as 
to whether titles are clear or not.” 
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Mr. Morley S. Wolfe referred to 
Chairman Fedde’s remarks and 
other comments made, and called at- 
tention to a condition in the legal 
profession indicating that part of 
their work had been taken away by 
one kind of specialist or another, and 
he feared that, “unless we are a little 
more practical in our own profession 
we are going to be faced at some 
time or other with a similar situa- 
tion.” He thought it might be “fea- 
sible for the accountant to employ 
an attorney to make a test check 
search of a number of mortgages... 
to employ an appraiser qualified to 
examine chemical inventories. or 
jewelry inventories, which we per- 
sonally are not qualified to value, 
and to adopt the report as part of our 
own work.” Chairman Fedde stated 
that he thought there was something 
in what Mr. Wolfe said. The chair- 
man also stated that common sense 
must be used in our practice and that 
other professions should be consulted 
by accountants. 


Mr. Julius Franklin Wells stated 
in regard to confirmation of accounts 
receivable that, according to his ex- 
perience, the maximum of replies 
was about forty per cent, after the 
second and third requests. He also 
remarked “if the Society could in 
some way, over the radio, get the 
general public sold on the importance 
of accounts receivable verification, 
we will have done a great deal for 
society.” 

Mr. Cox wanted to know the pro- 
cedure in checking customers’ names 
and addresses when sending requests 
for confirmation of accounts receiv- 
able, having in mind the possibility 
of requests being sent to dummies. 
In reply, Mr. Marvin stated that, in 
discussions with other accountants 
the suggestion had been made that 
requests be mailed in the auditor’s 
envelopes, in which event letters not 
delivered would be returned to the 
auditor instead of to the client. Such 
procedure, however, may not dis- 
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close a dummy account. Mr. Cox 
then asked if it would be normal 
practice to check, say, 5,000 accounts 
receivable with original orders or 
copies of invoices. Mr. Marvin re- 
plied that a limited number of ac- 
counts might be checked, but con- 
sideration should be given to internal 
control and audit cost. 

Mr. Robert H. Prytherch remarked 
that he did not know whether the 
Committee had considered the effect 
which confirmation requests have 
on the recipients and what it does to 
their organizations to which Chair- 
man Fedde replied that he believed 
“consideration was given to that 
point, but it must not be forgotten or 
overlooked that this extension of 
auditing procedure, is some- 
what in response to a public demand 
that these accounts be confirmed.” 

Mr. Samuel Kaplan referred to 
comments by Mr. Wandmacher on 
mortgages, and stated that the mort- 
gage records of some institutions 
provide for notations as to tax pay- 
ments and inspection of tax receipts. 
Mr. Kaplan also stated that, as to 
confirmation of accounts receivable, 
results had been good, and attributed 
such results to procedure in mailing 
the statements of account on the 
last day of the month or the first day 
of the following month. 

Mr. Maurice E. Peloubet asked 
“has any consideration been given to 
the confirmation of a cross-section 
or a considerable amount of the total 
involved in consignment merchan- 
dise?” Mr. Marvin replied that he 
did not know of direct consideration 
of the matter, but believed that re- 
quests for confirmation should be 
sent. Mr. Peloubet then stated that 
he did confirm the consigned mer- 
chandise, and favored one hundred 
per cent confirmation rather than a 
test, to which Mr. Marvin replied 
that it would depend upon the vol- 
ume and cost to the client whether 
or not a test would be satisfactory. 

Following are some of the questions 
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and answers of the discussion which 
followed the presentation of the ad- 
dresses given at the evening session 
on the same subject : 

A Member desired to know the 
procedure recommended by Mr. C. 
Oliver Wellington in ascertaining 
market price. In reply, Mr. Welling- 
ton said, as to raw materials, that the 
auditor “should obtain a record of 
actual market transactions in those 
same raw materials at or about the 
close of the fiscal year in quantity 
similar to quantity in which the 
client usually purchases those ma- 
terials. As to finished goods, 
there are usually two tests: one, 
the test as to salability, whether the 
finished goods can be sold at the 
price at which they appear in the 
inventory, less a reasonable allow- 
ance for selling and distribution ex- 
pense. If selling price has gone 
down, then the finished goods would 
have to be reduced so they could be 
sold without loss. The other test is 
what you might call a reconstruc- 
tive cost. If the cost of raw materials 
or of labor or of overhead expenses 
have gone down appreciably at the 
end of the year as compared with 
the period during the year when the 
costs were determined, a reconstruc- 
tive cost should be built using the 
current prices of raw materials, the 
current costs of labor and the cur- 
rent costs of the overhead. That 
total would represent the calculated 
market for the finished goods.” 


Mr. J. S. Seidman called for an 
explanation of the disparity in the 
basic viewpoints expressed by Mr. 
Wellington and Mr. Maurice E. 
Peloubet. He understood from Mr. 
Peloubet’s remarks “that the ac- 
countant was called upon to exer- 
cise merely the viewpoint of a lav- 
man, a little better than the average 
layman called in from the street’, 
whereas, according to Mr. Welling- 
ton, as he (Mr. Seidman) understood 
him “the accountant is called upon 
to express such an enlightened view- 


point that, if need be, the account- 
ant must call in engineers in sup- 
plementation or in foundation for 
that enlightened viewpoint.” Mr. 
Peloubet responded with the com- 
ment that he did not see any dis- 
parity between the views of Mr. 
Wellington and himself. “Welling- 
ton said if one man is to pass 
on the inventory, probably the best 
one is the accountant . (but) if 
we cannot do the job ourselves we 
ought to get in an outside expert.” 


Mr. Seidman inquired as to any 
circumstances under which we could 
not be intelligent laymen, to which 
Mr. Peloubet replied that he be- 
lieved, for example, experts should 
be employed in connection with in- 
ventories of diamonds and antique 
furniture. Also in reply to Mr. 
Seidman, Mr. Wellington said, “the 
public feels that, when we give an 
opinion on a balance sheet as a 
whole, that we give a trained and 
intelligent opinion upon that balance 
sheet, which means that it covers 
all the items in the balance sheet. 
I realize that in trying to know 
enough about inventories, to have 
an intelligent opinion, we have got 
to go in the average case much fur- 
ther than the profession has been 
accustomed to going prior to the re- 
port of this year. But it seems to me 
the development is a logical one. I 
think we would all feel very badly 
if the development worked out in 
such a way that all companies called 
in other people to verify inventories, 
and we have the job of passing upon 
a statement but have nothing to do 
with inventories . . . it seems to me 
that in all of these matters we have 
got to apply the same common sense 
to inventory verification or substan- 
tiation that we do in all of our other 
work. . . . We cannot lay down 
any general rule that in every case 
you check ten per cent of the items 
or that you check any other per- 
centage. It must vary with the type 
of business and the kind of control 
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that the company itself exercises 

. .3; but in the final analysis he 
must, in my opinion, satisfy him- 
self, If that means calling in 
outside help, he has got to call in 
outside help.” 

Mr. George W. Perper inquired if 
the Society or the Committee would 
give the membership a better basis 
for certification of inventories than 
had been outlined. It appeared to 
him that, under present conditions, 
the percentage of inventory items 
to be checked was left entirely to 
the judgment of the auditor who did 
the work, which was quite a re- 
sponsibility when ten or fifteen mil- 
lion dollars were involved. Mr. 
Perper also suggested that account- 
ants make known the fact that they 
never certify inventories as to qual- 
ity except in cases where they are 
particularly qualified to do so. 

Chairman Andrew Stewart stated 
that he was sure the Committee 
would note Mr. Perper’s comments. 
He also stated to Mr. Perper, “it 
must remain your duty and your re- 
sponsibility to decide how far you 
are going to go to satisfy yourself.” 

Mr. Peloubet, in reply to Mr. 
Perper, stated that he thought “the 
question of quality is rather widely 
misunderstood, too. There are a 
great many things that we know 
just as much about in quality as 
anybody else, and while I am 
the last one in the world to extend 
our responsibility, I think it is per- 
fectly silly not to pass upon quality 
where we can. We know that there 
are certain products that are stand- 
ard, that have brand marks that have 
various control marks on them, and 
we know that anybody else would 
do it on the faith of those marks . 

In our efforts to avoid improper re- 
sponsibility, I think that we make a 
great mistake if we do not take the 
responsibilities that we are perfectly 
well able to take. There is a divid- 
ing line. We cannot say just where 
it is, but if we have not got the sense 


to do that, I really think we ought 
to be in some other profession.” 
Mr. Wellington also replied to Mr. 
Perper. He stated, “it seems to me 
that we have got to pass an opinion” 
as to whether we think the inventory 
is worth $15,000,000 or some other 
figure. “I do not see how you can 
say that you will pass on quantity 
but not on quality and condition, 
that you like certain things but not 
others, because every one of those 
factors must be taken into considera- 
tion in arriving at the final total; 
and it is the final total that is one of the 
most important items on the statement.” 
Mr. Charles Hecht, addressing the 
Chairman of the meeting, stated 
“with the background of some 
thirty-odd years in auditing practice, 
I think that the papers which have 
been read today present a viewpoint 
which requires some analysis. There 
are two types of organizations which 
accountants are called upon to ex- 
amine: one, the large corporations 
that have good internal audit checks; 
the other, with which the majority 
of us have to do, the average size 
concerns which have bookkeepers 
and do not have extended cost rec- 
ords or perpetual inventories, and in 
order to approach the question as 
I see it, may I direct myself to that 
second group?” In the past “we 
have given very little, if any, atten- 
tion to inventories. Most of our 
statements are prepared for credit 
granting purposes. Credit grantors 
have appeared before us again and 
again and told us what they want 
us to do We, as auditors, I 
believe, are not competent to value 
inventories in any manner, shape or 
form. We may determine by gross 
profit tests whether the inventories 
are properly or improperly stated. 
We may, through our auditing pro- 
cedure in the examination of re- 
ceiving and purchasing records, es- 
tablish that inventories are wrong 
or are right, but, by and far I do 
not see how we can assume the re- 
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sponsibility, and I do not believe 
that the credit-granting fraternity 
expects us to assume the responsi- 
bility for giving an unqualified opin- 
ion that the inventories are worth 
what the statements say.” 

Mr. Wellington was asked by a 
member to what extent he thought 
the last-in — first-out method agreed 
with previously accepted principles 
of inventory valuation, namely, cost 
or market whichever is lower, and 
the first-in — first-out basis. In re- 
ply, Mr. Wellington stated “as I 
understand, the purpose of the last- 
in — first-out provision in the Rev- 
enue Act was to enable those com- 
panies that were already using the 
last-in — first-out method for their 
own accounting purposes to also use 
that method for tax purposes. . . 
I do not think that this affects the 
discussion that we have this evening, 
as to the accountant’s responsibility, 
except to the extent that he should 
see, if the company is using the last- 
in — first-out method, that they are 
so handling their accounts as to use 
the method consistently and prop- 
erly, and that the financial state- 
ments are properly built up with the 
use of that method.” 

Mr. Gustav A. Gomprecht asked 
Mr. Peloubet what, in his opinion, 
is the proper classification on the 
balance sheet of items in the inven- 
tory having sales value greatly in 
excess of one year’s requirements, 
with particular reference to raw ma- 
terial of great value, readily salable, 
and perhaps difficult to obtain in 
the future. In reply, Mr. Peloubet 
stated, “it depends very largely on 
the circumstances. The only thing 
I can think of offhand that corre- 
sponds with that, might be some of 
the sulphur companies, where they 
have two or three years’ supply of 
sulphur above ground. I think those 
are perfectly correct current assets. 
I think the proper way to value them 
is at cost, and I know that in that 
case cost is almost invariably below 


market, because the cost of extrac- 
tion is comparatively small, and they 
do not usually include depletions as 
part of their inventory. It is a very 
unusual situation and I think in 
those cases you have got to know 
all the surrounding trade practices. 
I do not believe that the one year 
rule is absolute . . . I do not think 
the mere fact that you have a large 
inventory necessarily removes it 
from current assets or necessarily 
determines your value.” 

Mr. Joseph Getz made a statement 
with reference to letters received 
from various organizations alleging 
that they are inventory experts and 
stating that they have a corps of 
engineers and men trained in vari- 
ous industries who are particularly 
equipped to do the appraisal work 
of inventories for our clients, and 
put this question, “When we re- 
ceive these communications from 
others and we are called upon, how 
can we determine who and what is 
the inventory expert?” Mr. Welling- 
ton advised Mr. Getz to be his own 
inventory expert as far as possible, 
and then, if necessary, call in some- 
body in the particular trade or in- 
dustry under consideration in whom 
he had confidence. 

A Member stated that he could see 
no reason why the accountant could 
not value inventories to reasonable 
limits and employ an appraiser only 
on certain inventories such as dia- 
monds. Mr. Peloubet replied, “I am 
not quite sure whether the member 
who just spoke has been here all 
evening, but I think both Mr. Well- 
ington and myself tried to make it 
very clear that, as accountants, we 
can do a great deal towards estab- 
lishing the reasonable, fair and going 
concern inventory value, and, if we 
do that, if we sign a certificate, just 
as the member said, we are taking 
exactly the same responsibility as 
on the other items . . . We always 
have the right to call in an outside 
expert when we need them.” 
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HE following papers were pre- 
sented at the round-table discus- 
sion meeting held under the direction 
of the Committee on Non-Profit In- 
stitutions Accounting on the evening 


of April 26, 1939 at the Hotel Wood- 
stock. Mr. Alexander M. F. Deutsch, 
the chairman of the committee, pre- 
sided. 


Gifts to Institutions 
By Lronarp WILLIAM FAGEANT, C.P.A. 


Aside from those which are sup- 
ported by taxation, most universi- 
ties, colleges, hospitals, welfare 
federations and other charitable in- 
stitutions receive a considerable por- 
tion of their capital and income 
through gifts from individuals or 
groups of persons who are interested 
either in the general welfare of the 
institution or some particular phase 
of its activities. The institution is 
benefited by the generous action of 
the donor, who has a right to ex- 
pect that the gift will be efficiently 
administered in fulfilling the objects 
of the institution in accordance with 
the terms and restrictions (if any) 
imposed by the donor. 

An attempt will be made to out- 
line in a general way the duties and 
responsibilities of directors and offi- 
cers of institutions with respect to 
gifts, and to differentiate between 
the commoner forms of gifts. 

For this purpose it is unnecessary 
to discuss in detail the legal relation- 
ship between the donor and the 
management of a recipient institu- 
tion. It is sufficient to note that the 
members of the board of directors, 
or board of trustees, are collectively 
in the position of a trustee or fidu- 
ciary, charged with faithful per- 
formance. A donor who considers 
that his gift has not been properly 
administered may seek a remedy in 
a court of equity if the gift is limited 
to or coupled with a specific purpose. 

This right applies to a great many 
gifts. In cases where legal consid- 
eration is present, such as an under- 
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taking by an individual to donate a 
certain sum of money if the man- 
agement is successful in raising a 
similar amount from other donors, 
each party to the contract has a 
remedy at common law if the other 
party fails to perform its part of the 
contract, provided that the aggrieved 
party has performed its own part. 

The management of an institution 
is seldom, if ever, placed in a posi- 
tion where it is obliged to accept 
all gifts or any particular gift of- 
fered to it, whether desirable or not. 
Acceptance is one of the elements 
which must be present to constitute 
a gift. The first responsibility of the 
directors or trustees and of the offi- 
cers is to serve the institution, and 
their duty to the donor must be 
subordinate. It therefore follows 
that if the restrictions imposed by 
a prospective donor appear to con- 
flict with the aims and policies of 
the institution, the management 
should confer with the prospective 
donor and try to obtain his consent 
to a modification of the terms. Fail- 
ing such amendment the manage- 
ment may, and in some cases at 
least should, decline to accept the 
gift. The importance of promptly 
and carefully conferring with a pro- 
spective donor in such circumstances 
cannot be overestimated. 

Although a living donor may be 
induced to alter or modify the terms 
of a tendered or proposed gift, the 
nature of a gift received throuch the 
will of a deceased person usually can 
be changed only with difficulty and 
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by order or decree of a court of com- 
petent jurisdiction. Courts of equity 
have on occasion modified the con- 
ditions governing a gift by will, but 
in such cases the gift was applied 
by the court to conform as nearly 
as possible with the construed gen- 
eral intention of the donor. Such 
modifications are made only when 
the gift cannot be used according to 
strict construction of the expressed 
intention of the donor. It should be 
noted, moreover, that this rule 
(known as the cy-pres doctrine) is 
not recognized by some states. 

It is not intended to indicate or 
suggest that offerings to or accept- 
ance of gifts by institutions are or 
should be made the subjects or ob- 
jects of controversies. Both parties 
to the transaction desire to benefit 
the institution. Donors are usually 
eager or willing to confer with, and 
seek advice from, representatives of 
the institution when considering the 
nature and amount of a substantial 
donation contemplated to be made 
either immediately or upon death of 
the donor. In ordinary circum- 
stances, the maximum benefit will be 
obtained when the management is 
permitted by the donor to name, or 
at least to influence, the purpose for 
which the donated money or other 
property is to be used. 

The terms “fund”, “fund asset” and 
“plant” will be used frequently here- 
after and it appears advisable to de- 
fine them briefly. The term “fund” 
means the present principal of a sum 
received for the purpose of produc- 
ing income, or the present balance of 
a sum received or earned which is 
expendable for general purposes or 
for a specified purpose. The amounts 
of present balances of funds appear 
therefore on the liability or credit 
side of the balance sheet. The term 
“fund assets” is used for the assets 
representing a fund or a group of 
funds of a similar character. The 
term “plant” means the physical 
property (land, buildings and equip- 
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ment) as distinguished from the 
property constituting the investment 
of endowment or other unexpend- 
able funds. 

Gifts to institutions are either ex- 
pendable or non-expendable. Ex- 
pendable gifts mainly relate to plant 
and current operations, while non- 
expendable gifts constitute endow- 
ment. If no restrictions of any kind 
are imposed by the donor, the man- 
agement may use a gift for that pur- 
pose which, in its discretion, will be 
of most benefit to the institution. 

If a gift has been accepted for a 
particular project such as the erec- 
tion of a new hospital building or a 
new college gymnasium, care should 
be exercised to ensure that the gift is 
expended for that project and no 
other, and that the construction is 
started and completed in a reason- 
able time. What constitutes a rea- 
sonable time will of course depend 
upon the circumstances of each case. 
Donations for plant purposes re- 
ceived without specification as to any 
particular project may be merged 
with others of a similar nature and 
expended for plant in due course. 

If a considerable amount of cash is 
held with respect to plant funds, 
either specific or general, it may be 
temporarily invested in readily mar- 
ketable securities with high ratings. 
Extreme care should be exercised in 
arriving at the decision to invest and 
in the selection of securities which 
are safe and readily marketable, since 
the object and responsibility of the 
management is to acquire plant and 
the income to be earned from the 
securities temporarily held is of 
secondary importance. All of the in- 
come earned on the securities should 
be added to the respective plant 
funds, either specific or general as 
the case may be. 

Expendable donations, other than 
plant funds, fall naturally into the 
classification of general or current 
funds in contrast to endowment 
funds which constitute capital. Con- 
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tributions of current funds are of 
two kinds, restricted as to use and 
unrestricted. The responsibility of 
the management with respect to re- 
stricted expendable funds is to dis- 
burse the donated money strictly in 
accordance with the wishes of the 
donor. Steps should be taken to en- 
sure that the cash will be available 
when needed and that it is not in the 
meantime disbursed for any purpose 
other than that for which it was des- 
ignated. 

When an institution has sufficient 
income to meet its current expenses, 
the receipt of an unrestricted legacy 
or gift may make it advisable to 
allocate a part of the amount re- 
ceived to plant funds for the erection 
of a new building and to invest the 
remaining part of the gift in order 
to provide income for the mainten- 
ance of such building. If so, consid- 
eration should be given to the ac- 
tivities which are to be housed in the 
new building. If a department which 
has lacked adequate space in the past 
is to occupy all of the new building 
in the future, without considerable 
expansion of its functions, it is prob- 
able that the budget of this depart- 
ment will not be affected materially 
by the change of location and it is 
therefore unnecessary to provide ad- 
ditional income for it. However, if 
the operations of this department are 
to be expanded or if a new depart- 
ment is to be inaugurated, the ques- 
tion of its income is important. If 
difficulties are encountered in at- 
tempting to provide the necessary 
income it may be expedient to modi- 
fy the plans or to defer construction 
until further gifts are received. 

A large unrestricted bequest or 
gift may be received by an institu- 
tion at a time when it is not in im- 
mediate need of income to meet obli- 
gations and when, in the opinion of 
its directors, it is inadvisable to in- 
crease its plant or expand its activ- 
ities. It may be assumed that this is 
a rare occasion in view of the hard 
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times through which many institu- 
tions, in common with the commun- 
ity at large, have passed in recent 
years, but this condition is not so 
uncommon as might be supposed. 
The decision by the directors not to 
increase the plant or expand the ac- 
tivities of the institution should not 
be assumed to indicate stagnation or 
lack of a progressive spirit, but 
rather a recognition of the respon- 
sibility to safeguard the welfare of 
the institution. Possibly the institu- 
tion has just completed a program oi 
expansion or has just recovered from 
an embarrassing position caused by 
absence of definite policies or by mis- 
taken policies adopted in the past. 
It may be simply that a considerable 
period of time is required to decide 
on a policy with respect to a large 
gift. The last situation has been 
recognized by some donors, who 
have stipulated that allocation of a 
gift or a bequest made by them 
may remain in abeyance for a period 
of years during which the manage- 
ment shall give consideration to the 
ultimate purpose for which the gift 
is to be used. Such a stipulation 
by the donor constitutes a restric- 
tion for the time being and the gift 
or bequest should be treated as a 
special fund. 

In the circumstances just outlined, 
the management may well add the 
amount of the unrestricted bequest 
or gift to unrestricted funds func- 
tioning as endowment. This term 
should not be confused with endow- 
ment proper. Unrestricted funds 
functioning as endowment consist of 
those bequests and gifts which have 
been received without restrictions 
of any kind and which have not been 
allocated to endowment, plant or 
current funds. Income allocated to 
unrestricted funds functioning as en- 
dowment is wholly unrestricted as 
to use. 

Many donors desire to honor in 
perpetuity the memory of one or 
more persons when making a gift to 
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an institution. Although it is usual 
in such cases to create an endow- 
ment fund it is not necessary or de- 
sirable to place this restriction on the 
gift. Perpetual memory of the 
donor’s name, or the names of those 
persons in whose memory a wholly 
unrestricted gift is made, can be 
readily obtained by suitably naming 
the fund, recording it in such name 
permanently on the books and in- 
cluding it in all future published re- 
ports or year books of the institution. 
The use of special books to record 
all gifts to the institution will facili- 
tate this procedure. Such an unre- 
stricted gift may be used for any pur- 
pose or may be added, for the time 
being, to unrestricted funds function- 
ing as endowment. The purpose for 
which such a gift is used should be 
recorded permanently and published. 
Disbursements of assets represent- 
ing unrestricted funds temporarily 
functioning as endowment should be 
applied to the constituent funds in 
order of date of receipt. If and when 
the assets of constituent funds are 
used for plant or current purposes, 
such use should be recorded per- 
manently on the books, including the 
gift book. and in subsequently issued 
published reports or year books. 
Endowment funds are permanent 
and non-expendable. The act of en- 
dowing, or providing endowment 
for, an institution may be defined as 
the furnishing of money or its equiva- 
lent as a permanent fund for provid- 
ing support. It therefore follows 
that the endowment fund assets 
should not be expended for plant or 
used for current operations. It is un- 
wise to advance or loan such assets 
even temporarily for such purposes. 
Endowment funds should remain 
invested and intact, and the income 
from investments should be, used in 
accordance with the terms and re- 
strictions (if any) imposed by the 
donors. Income from unrestricted 
endowment fund assets may be used 
for any institutional purpose. A\l- 


though it is generally used to meet 
the current operating expenses, there 
is no objection in principle to its 
allocation to plant funds. 

The assets representing the en- 
dowment and other non-expendable 
funds of an institution constitute its 
capital and should be carefully in- 
vested, in accordance with a sound 
plan, to produce income in the form 
of either interest, dividends or rents. 
No attempt will be made to indicate 
or decide which class of investment 
may be preferable, but such invest- 
ments as are made should be in the 
securities of concerns or enterprises 
wholly unconnected with the institu- 
tion. It is unwise, not to say im- 
proper, to “invest” such assets in 
dormitories, faculty houses or simi- 
lar auxiliary enterprises, even though 
such activities may produce income. 

In formulating an investment 
policy, it must be recognized that 
safety of principal is a more impor- 
tant factor than the rate of income to 
be earned, but this concept should 
not be carried to an extreme. Pos- 
sibly the best plan is to obtain, so far 
as is possible, a fair return (com- 
bined with safety) through invest- 
ment in a variety of high-grade 
securities. 

It has become recognized that the 
securities representing investments 
of endowment funds and of unre- 
stricted funds functioning as en- 
dowment may be properly treated 
as one group. Similar treatment may 
be given to these investments related 
to unexpended plant funds and of 
those related to current funds. If, 
however, gifts are accepted with the 
stipulation by the donor that they 
must be separately invested and the 
profits or losses on disposition of 
such investment securities applied to 
the principal amounts of the funds, it 
is necessary to fulfill these obliga- 
tions. Otherwise it is both unneces- 
sary and undesirable to allocate to 
any fund or group of funds of similar 
nature either specific investments or 
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the profits or losses resulting from 
disposition of securities. A net profit 
or loss of this nature should be 
treated as a separate item within the 
related class of funds. If a net loss is 
sustained in any period with respect 
to the investments of endowment and 
other non-expendable funds, consid- 
eration should be given to making up 
the loss from either current funds, 
surplus, or unrestricted funds func- 
tioning as endowment. 


As mentioned previously, extreme 
care should be exercised in tempo- 
rarily investing assets representing 
plant funds to ensure that no loss on 
disposition is sustained. Any profit 
or loss on sale of plant fund invest- 
ments may be allocated to the prin- 
cipal of plant funds, but it is prefer- 
able, when feasible, to charge such 
losses either to unrestricted funds 
functioning as endowment, or to gen- 
eral (current funds) surplus. The 
main advantages arising from the in- 
vestment procedure outlined are: 


a. Diversification of investment 


for all the funds. 


b. Assets representing funds may 
be kept more constantly invested 
than would be possible if specific 
allocations were made. 


c. Sales of any securities may be 
made without it being necessary to 
reallocate thereto the fund or funds 
which it is either necessary or desir- 
able to disburse. 


d. Each fund or group of funds re- 
ceives its just proration of income 
realized, based on the amount of its 
principal sum, instead of an amount 
based on the rate of income earned 
on securities allocated to it. 

e. Net losses on sales of invest- 
ment securities are not charged 
against the principal sums of endow- 
ment funds or plant funds unless or 
until unrestricted funds are ex- 
hausted. 


When bonds, stocks or other se- 


curities are offered as gifts to an in- 
stitution, the question naturally 
arises as to the value of such securi- 
ties. The importance of this question 
varies with the proposed terms of 
the gift. The donor may desire to 
give certain securities to an institu- 
tion for either endowment, plant or 
current operations without being 
particularly interested in the amount 
to be realized from sale of the securi- 
ties or desiring to establish a fund of 
a definite amount. In such a case, if 
the terms of the gift are satisfactory 
and the securities contain no features 
which may cause present or future 
embarrassment or liability, the man- 
agement need not hesitate to accept 
the securities and either sell them or 
retain them in its portfolio, follow- 
ing whichever course seems best in 
view of the nature of the securities 
received. If immediately sold, the 
value of the securities is determined 
by the sale price; if retained, the 
market value (or, if not readily mar- 
ketable, then the best estimate of 
value) at date of receipt should be 
used. 

Institutions sometimes make stand- 
ing offers to prospective donors to 
establish specific endowment funds 
upon receipt of definite sums of 
money. Examples of such funds are 
endowed hospital beds and endowed 
college or university professorships. 
A donor may desire to establish such 
an endowment or to finance the erec- 
tion of a building to the extent of a 
certain amount. When a fund of a 
definite amount is desired by the 
donor, the present market value and 
the degree of marketability of se- 
curities which may be offered to 
the institution are important and 
should receive careful consideration, 
especially if the securities are of a 
nature which the management would 
not desire to retain in its portfolio. 
The acceptance of securities at 
amounts in excess of currently 
realizable market values should be 
avoided. 


101 











The New York Certified Public Accountant 


Whenever a donor wishes to es- 
tablish an endowment fund of a defi- 
nite amount the institution should 
receive either cash or an equivalent 
amount of securities which can be 
readily converted into cash of an 
equivalent amount. If such assets 
are not received or forthcoming, the 
management should confer with the 
prospective donor with a view to 
obtaining consent to changing the 
nature of the gift or reducing the 
amount of the proposed fund, which- 
ever course seems best under the 
circumstances. If the donor will not 
consent to such action the gift should 
not be accepted. Cases of this un- 
fortunate kind sometimes arise with 
respect to endowment and other 
funds of specified amounts created 
by wills of deceased persons. The 
terms of the bequest cannot be 
changed, as the administrator of 
the estate is governed by the will, 
and the management of the institu- 
tion must decide either to refuse the 
bequest or to establish a fund of the 
specified amount and accept assets 
of a lesser value with a hope, usually 
unjustified, that the value will in- 
crease in the future. In most cases 
the better course appears to be to 
decline to accept the bequest even 
though the institution may be in 
great need of capital income. 

Once established, the specified 
amount of the fund should, in ordin- 
ary circumstances, remain constant; 
it should be increased only when and 
if the donor or some other person 
makes an addition to it. Contrari- 
wise, its nature as a permanent fund 
precludes its reduction, except in 
circumstances which necessitate a 
proportionate reduction of the prin- 
cipal sums of all the endowment 
funds after other funds have been 
exhausted. It is unfair to the other 
donors and patrons of an institution 
to establish a fund at an amount in 
excess of the value of securities re- 
ceived with respect to the fund, be- 
cause in all probability the securities 


will eventually realize less than the 
stipulated amount of the fund and 
the difference will have to be made up 
from other gifts or revenue. In an 
extreme case, the amount of the loss 
to be absorbed might prove to be so 
large as to necessitate a proportional 
reduction in the principal sums of all 
the endowment funds (assuming en- 
dowment fund investments are con- 
solidated) after the extinction of 
unrestricted funds functioning as en- 
dowment, net profit on former dis- 
positions of investment securities, 
and general current funds surplus. 
It may be argued that some benefit 
may accrue to the institution from 
such an acceptance of securities pro- 
vided they have any value at all, but 
the ill effects of such action may 
offset the benefit. 


Aside from the total market value 
of the securities offered in relation 
to the specified amount of a fund to 
be established, the securities may be 
undesirable from the point of view 
of the institution’s investment pol- 
icy. They may yield a low rate of 
income or no income at all. A sound 
investment policy may indicate that 
they should be sold at once, but dis- 
position may be delayed due to re- 
luctance to incur definitely the loss 
represented by the difference be- 
tween the book amount (which must 
of course conform to the related 
amount of the endowment fund) and 
the amount which can be realized. 
Even though the securities may be 
sold eventually for an amount equal 
to the amount of the related endow- 
ment fund, it is doubtful whether 
the risk of disruption to the financial 
operation and status of the institu- 
tion is justified. 


One of the best aids to directors 
and officers of an institution in the 
performance of their duties and the 
discharge of their responsibilities is 
a well-designed set of accounts kept 
under the direction of a competent 
comptroller or chief accountant who 
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has a good working knowledge of 
the principles involved in institu- 
tional finance and _ accounting. 
Boards of directors should fully ap- 
preciate the need of careful and com- 
petent accounting, as usually no 
member of the board is in a position 
to ascertain that gifts are properly 
administered or used, unless the 
records clearly reflect the nature and 
amount of each fund or group of 
funds and the transactions in respect 
thereof. The comptroller or chief 
accountant should be directly re- 
sponsible to the board of directors 
or to a finance committee appointed 
by the board, and should prepare 
and submit periodical financial re- 
ports to the board. 

These reports should set forth the 
present financial position of the in- 
stitution in comparison with the 
position at a prior date, and the re- 
sults of operation in comparison 
with the related budgetary figures. 
They should be accompanied by all 
other information requested by the 
board. In particular all gifts should 
be reported to the board with sug- 
gestions as to acceptance or refusal 
and recommendations as to classi- 
fications of new funds and gifts. 

Formal receipts, accompanied in 
some cases by letters, should be sent 
to all donors, but it is not expected 
that every gift to the institution will 
be the subject of deliberation by the 
directors. Gifts of a routine nature 
should be classified and allocated by 
the comptroller or chief accountant, 
or by the treasurer, if he be a full 
time officer. 

All gifts accepted should be re- 
corded in the gift book. The import- 
ance of this record cannot be over- 
emphasized. It should be made as 
complete a record as possible of all 
gifts to the institution. The book 
may contain several volumes and 
should be composed of strong mate- 
rial. Probably no index need be pre- 
pared, but items should be filed by 
names of donors in strictly alpha- 


betical order and cross references 
noted. 

Periodical examinations of the 
accounts of institutions should be 
made by independent firms of cer- 
tified public accountants. Systems 
should be reviewed from time to 
time and, if necessary, improved so 
as to ensure that all pertinent in- 
formation is brought into the records 
and that the accounts reveal to the 
management and other interested 
persons all the information which 
they may require. Changing condi- 
tions sometimes make system re- 
vision desirable. 

Although the scope of this article 
does not include the outlining of an 
accounting system for any particular 
type of institution, the following 
principles, applicable to all institu- 
tions, may be cited. 

The accounting system should be 
modern. It should be as simple as 
possible but should provide adequate 
safeguards and methods of interna] 
check. 

A definite policy should be estab- 
lished with respect to allowance for 
depreciation of plant fund assets. If 
it is considered necessary or desir- 
able to make allowance for deprecia- 
tion of buildings or equipment, such 
allowance should be in the form of a 
replacement fund represented by 
cash or investment securities. An 
allowance for depreciation resulting 
merely from a journal entry charg- 
ing capital invested in plant and 
crediting an allowance account ap- 
pears to serve no useful purpose. 
In ordinary circumstances probably 
the best plan is to let future genera- 
tions provide funds for replacement 
of plant. If this practice be followed, 
a conservative policy should be 
adopted with respect to replace- 
ments of plant. Only in cases where 
the new asset definitely has a greater 
value than the replaced asset should 
any amount of the expenditure be 
treated as an addition to physical 
plant. 
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Proper classification of endow- 
ment, plant and current funds is 
particularly important and, if lack- 
ing, an analysis and survey of the 
funds should be made. Funds of a 
similar nature should be grouped 
and allocations of income made to 
groups of funds rather than to the 
individual funds. It is not, however, 
the intention to suggest that any of 
the capital funds should lose their 
identity in the records. 

The practice of adding a portion 
of the mcome resulting from invest- 
ments of funds to the principal sums 
of the funds is not recommended, 
unless directed by the donor. Build- 
ing up the principal amounts from 
income appears to be_ ultra-con- 
servative, as the responsibility of 
the management with respect to in- 


Charitable 


By Joseru A. 


HE charitable foundation is a 

reservoir of surplus wealth util- 
ized for philanthropic purposes. The 
early and larger foundations came into 
being during a period when both in- 
dividual and corporate incomes were 
large, and when there were neither 
income nor inheritance taxes, or per- 
haps taxes at comparatively low 
rates. During that era of mounting 
fortunes the donors found it rela- 
tively easy to part with a share of 
their capital funds for the creation 
of foundations. Today, when it is 
practically impossible for these large 
fortunes to accumulate because of 
the very high and mounting rates 
of taxation on incomes and estates, 
we nevertheless find that individuals 
of means are creating charitable 
foundations and trusts, both during 
their lifetimes and by testamentary 
disposition. Donors may be influ- 
enced in part by the knowledge that, 
under the present laws, their gifts 
will not be taxed, whereas if retained 


come from fund investments is to 
use such income in accordance with 
the wishes of the donors. 

The responsibility of the manage- 
ment with respect to agency funds, 
that is, funds held by the institution 
as a custodian, is limited to ordinary 
business care and prudence. All 
transactions relating to such funds 
should be recorded in the books of 
account. 

Although institutional finance and 
accounting are not simple matters, 
well defined plans and policies, to- 
gether with good accounting, should 
enable the management to operate 
effectively to the end that expendi- 
tures will be kept within the limits 
of income and every gift will be 
properly administered. 


Foundations 
Marks, C.P.A. 


as part of their estate, estate taxes 
ranging as high as 75% may be 
levied against such property. Donors 
also may find it particulariy advan- 
tageous to will to foundations prop- 
erty of a frozen nature, concerning 
which there is at times considerable 
dispute with the taxing authorities 
as to valuation, and which in known 
cases has produced upon liquidation 
less than the estate taxes levied 
thereon. Gifts to foundations are 
deductible as a charitable contribu- 
tion on the donor’s income tax re- 
turn, subject to the limitations im- 
posed by the law. 

There are more than six hundred 
recorded foundations and commun- 
ity trusts in the United States, with 
total assets in the vicinity of one 
billion dollars. Six or eight of the 
well-known foundations account for 
about two thirds of that amount. 
Annual appropriations by the foun- 
dations are in excess of seventy-five 
million dollars, more than ninety per 
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cent of which is expended in the 
three fields of education, health and 
social welfare. 

In the State of New York a chari- 
table foundation will be organized 
under the New York Membership 
Corporations law and will operate 
under a certificate of incorporation. 
The charter should contain the aims 
and purposes of the organization, 
together with other pertinent facts, 
particularly the restrictions, if any, 
upon the use of the principal of the 
fund. The by-laws should provide for 
the qualification of members and 
trustees, the holding of meetings, 
election and duties of officers and 
the appointment of committees. The 
only report which the foundation 
will be required to render is an an- 
nual report which must be submitted 
to the members at the yearly meet- 
ing. This report should list the prop- 
erty owned by the corporation, the 
appropriations and expenditures and 
the purposes thereof, and _ the 
changes in membership. 

As an alternative to the use of 
membership corporations, some do- 
nors have found it simpler to create 
charitable trusts by means of the 
usual type of trust indenture, or by 
will, naming the trustees and out- 
lining the purposes of the funds and 
their disposition. As an outgrowth 
of the charitable trusts we now have 
the so-called “community trust”, 
which is, in effect, a co-ordination of 
a number of different trusts. The 
best example of this is the New York 
Community Trust, which comprises 
more than thirty separate trusts for 
diverse purposes, is independently 
held by numerous banks and trust 
companies, but is administered and 
expended under unified supervision. 
A distribution committee has vested 
in it discretionary power to avoid 
obsolescence if literal adherence to 
the donors’ wishes becomes impos- 
sible or impracticable. 

The main purpose of the founda- 
tion is the disbursement of its in- 
come and, if not restricted, its 


principal for eleemosynary purposes. 
The foundation will receive appli- 
cations for grants to various insti- 
tutions and individuals, both for 
current budgetary needs and for 
special projects or research work. It 
is the duty of the trustees to meet 
from time to time, either in a body 
or in a smaller executive committee, 
and to consider and discuss the ap- 
plications received. The larger foun- 
dations have trained technical staffs 
which examine the nature and the 
quality of the work of the appli- 
cants, their budgets and the benefits 
which might accrue to the com- 
munity if aid were granted. The 
smaller foundation will make use of 
financial statements presented by 
the applicant. It may employ an 
executive director and may also 
avail itself of the services of the 
independent bureaus which furnish 
information concerning the appli- 
cants for donations. The records of 
appropriations and the minutes of 
meetings will reflect the grants 
made for the current years and 
pledges for subsequent years. 

The public accountant, in the ex- 
amination of the records of the 
foundation, will concern himself 
chiefly with the investments and 
cash, and with the various appro- 
priations. The securites and cash 
balances should be confirmed by cor- 
respondence, directly with the custo- 
dians, or be verified by inspection. 
The accountant should satisfy him- 
self that the income from invest- 
ments, the chief revenue of founda- 
tions, has been properly accounted 
for. He will carefully examine the 
minute book and the appropriation 
record to determine that the expen- 
ditures are proper and duly author- 
ized. An appropriation pledged but 
not yet paid should be shown as a 
liability on the balance sheet of the 
foundation. Finally, the auditor 
should refer to the charter to deter- 
mine what restrictions, if any, there 
are as to the uses of the income and 
the principal funds of the foundation. 
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Budgets of Trade Associations 
By Raymonp B. CrEAN, C.P.A. 


sie discuss general budget tech- 
nique and procedure with a group 
such as this would be like carrying 
the proverbial “coals to Newcastle”. 
Hence, what I have to say is limited 
to a few characteristics of the budget 
in non-profit organizations. 

More than any other type of organiza- 
tion, the trade associations and other 
non-profit institutions should oper- 
ate on a budget. Most industrial 
organizations have, in the past, 
operated successfully without bud- 
gets and many still do. However, I 
cannot see how successful operation 
in the non-profit institution field can 
be carried on for long without a bud- 
get. 

The operating budgets of the two 
groups, that is, industry and non- 
profit organizations, are of varying 
significance. In business the budget 
sets up certain goals which it is 
hoped can be attained, whereas the 
budget of the non-profit group con- 
stitutes a series of goals which must 
be attained for the reason that no 
matter what technique is employed 
in the raising of funds, the extent of 
activities of any non-profit group 
is regulated by income. 

There are three methods of raising 
funds with which to meet the ex- 
penses of non-profit institutions, 
aside from the income derived from 
gifts, endowments or other invest- 
ments. These methods are: 

1. The voluntary contribution 
type where the general public and 
various groups are solicited to con- 
tribute voluntarily to the mainte- 
nance of the organization. Examples 
of this type are charitable organiza- 
tions, welfare groups, etc. 

2. The type where memberships 
or services are sold at fixed fees. 
This refers to hospitals, schools, pro- 
fessional societies, clubs, etc. 


3. The type where the budget 
is prepared on the basis of a plan of 
accomplishment. The cost of the 
entire program as set forth in the 
budget is allocated among the par- 
ticipants on some acceptable basis, 
such as sales volume, number of em- 
ployees, production capacity, etc. I 
suppose the most common type of 
organization to employ this proced- 
ure is the trade association, although 
there may be others. 


In all three of the above types it 
is equally important that the organi- 
zations operate under a budget. In 
those institutions which depend 
primarily on voluntary contributions 
for their support the budget should 
be very carefully organized. In most 
cases a preliminary budget is pre- 
pared, based on the desired accom- 
plishment of the group in the new 
period. This automatically estab- 
lishes a goal for the fund-raising 
committee. If this goal is not 
achieved it becomes necessary to 
adjust the program and with it the 
budget to fit the amount of income 
actually received in order to avoid 
a deficit in the operations. 

Where services or memberships 
are sold at fixed fees it is likewise 
important to plan the operations of 
the group and the costs thereof in 
such a way as to make certain that 
the cost of the things to be done will 
not exceed the amount of anticipated 
revenue. 

Where the amount of revenue de- 
pends wholly on the amount of the 
budget and it is of primary impor- 
tance that the emphasis be placed 
on the preparation of the program, 
it is none the less important that 
care be taken in the construction of 
the budget. I might point out here 
that the budget committee, in or- 
ganizations of this type, should be 
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a well-informed and strong minded 
group, because the procedure of 
planning the program, of subse- 
quently constructing the budget and 
of collecting the amount to be raised 
by prorating it among the partici- 
pants, is a loose procedure and one 
that may easily get out of hand and 
collapse with its own weight, drag- 
ging the entire program down with it. 

So far as budget procedure is con- 
cerned, there is nothing particularly 
unique about the preparation of a 
budget for non-profit institutions as 
compared with budgets in other 
fields of activity. Basically it is a 
matter of estimating expenses in- 
volved in carrying out activities. In 
many instances it will not be neces- 
sary to go beyond a departmental 
organization of the budget to con- 
vey to the body approving the 
budget the purpose of the expenses 
to be incurred. For example, the 
budget of a large school will show 
an appropriation for the library, 
presumably for the salary of the 
librarian, the purchase of books, etc. 
However, in the case where a de- 
partment carries on many activities 
and it is desirable from an adminis- 
trative point of view to establish the 
budget in terms of the department 
in order to concentrate responsibility 
for expenditures when it comes to 
presenting the cost of the depart- 
ment to an approving body, it may 
be more desirable to break down the 
costs of the department under sev- 
eral sub-headings. 

It frequently happens in trade as- 
sociations that one department will 
be set aside for business develop- 
ment purposes. This department, in 
turn, will take on specific activities 
of a varying nature. In such a case 
and in order that the body approving 
the budget may have a better con- 
ception of the cost of the several 
programs which the department is 
taking on, the budget preferably 
should be further analyzed and sub- 
mitted in two forms, one to cover the 


cost of the entire operation, and the 
other to show the detailed costs of 
each activity. This type of budget 
organization and analysis is particu- 
larly important for the type enumer- 
ated as number three above. It acts 
as a control on the expenses of com- 
mittees, which is very important. 

So far as general accounting is 
concerned, and to facilitate frequent 
and accurate comparisons with the 
budget, it is desirable to set up the 
accounts of the organization in terms 
of the budget divisions. This may be 
done in both forms, departmentally 
and in terms of activities. Frequent 
comparisons of actual expenses with 
the budget should be prepared and 
submitted to the governing body of 
the organization in order that it may 
be aware at all times of the progress 
of the organization Budget-wise dur- 
ing the fiscal period. 

The budget should be of inesti- 
mable value to the public account- 
ants in auditing the accounts of the 
non-profit organization, particularly 
in checking on disbursements. If the 
budget is well prepared and the ac- 
counts are set up in terms of the 
budget provisions, it is a relatively 
simple matter to check the amount 
of the disbursements and to ascertain 
whether the funds which have been 
made available to the administrative 
officer of the organization have been 
spent in accordance with the estab- 
lished plans as outlined in the pro- 
gram of activities. 

To those who are interested in ob- 
taining further information on this 
subject I would recommend a pam- 
phlet published by the Trade Asso- 
ciation Department of the Chamber 
of Commerce, entitled “Financing in 
Trade Associations”, which is some- 
what of a case history, taking various 
associations and reviewing their 
technique in respect to the prepara- 
tion and presentation of their bud- 
gets and the collection of, or the allo- 
cation of, that budget among the 
members of the association. 
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Fees for Services to Non-Profit Institutions by 


Public Accountants 
By Ernest R. Wivpprett, C.P.A. 


Fea noeteiae the ideal of a pro- 
fessional calling is to place serv- 
ice before self, a discussion of the 
subject of fees for services rendered 
will undoubtedly be of some interest 
to the individual member of the pro- 
fession. 

Because of the several motivating 
influences which actuate the profes- 
sional accountant in undertaking en- 
gagements in the field of non-profit 
institutions accounting, the bases 
used in arriving at the amount to be 
cha: ged to the clients are necessarily 
varied. Often these services are ren- 
dered entirely gratis. In other in- 
stances the fees are computed on a 
subnormal basis, such as a return to 
the accountant of only the cost of 
salaries of staff members and other 
out-of-pocket costs. In further in- 
stances fees based upon normal rates 
may be charged, although it is prob- 
able that in the main this basis is less 
usual than the previously mentioned 
bases. 

When the accountant renders serv- 
ices either gratis or on a sub-normal 
basis, he is in effect making a dona- 
tion to the organization to the extent 
that his fee is less than his normal 
charge for services. Unfortunately, 
this donation is of a character which 
is seldom recognized as such, because 
the facts that a donation has been 
made and the extent thereof lie con- 
cealed in the operating accounts. Ob- 
viously it never appears as a dona- 
tion on the published lists of donors 
to the institution. Moreover, when 
this service is rendered gratis or ona 
sub-normal basis, the tendency is for 
the client to overlook the true value 
of the service. Furthermore, it has 
been the experience of some public 
accounting firms that the demands 
upon their time for services to be 


rendered gratis or at sub-normal fees 
have accumulated to such an extent 
as to render it necessary to curtail 
the number of clients served on such 
bases. 

In a discussion of fees for services 
rendered to non-profit institutions, it 
may not be amiss to point out the im- 
portance to such organizations of the 
skilled services of the professional 
accountant. These organizations are 
affected with the interest of a large 
number of persons, particularly those 
institutions which are supported in 
substantial measure by donations 
from the general public. Such or- 
ganizations usually find it essential 
to present certified statements of op- 
erating results and of financial con- 
dition as a basis for inspiring the 
confidence of the contributing public 
in the integrity of their management. 
Furthermore, the professional ac- 
countant is often asked to render 
constructive service in respect to 
budgets and budgetary control, sys- 
tems of internal control and to ad- 
vise on matters of organization and 
on matters of finance and manage- 
ment. 

For these reasons the policy of 
several public accounting firms with 
respect to fees for non-profit institu- 
tions has recently undergone a 
change. The opinion is rapidly 
crystallizing that, as a long-range 
general policy, the fees charged to 
such institutions should be based 
upon normal or nearly normal rates, 
and that donations by public ac- 
counting firms should be made in 
cash. The amounts of these dona- 
tions are under the control of the 
accountants and would be measured 
by the net amounts of fees which 


they desired from such engagements 
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and by the interest of the account- 
ants in the objectives of the insti- 
tutions. . 

Such a policy serves to impress 
upon the organization the true value 
of the accounting services which 
have been rendered and has the effect 
of giving recognition to the fact that 
a donation has been made. Obvi- 
ously, any program of increased fees 
for services, even though the amount 
of the increase, or a substantial por- 
tion thereof, be returned to the in- 
stitution in cash donations, will prob- 


ably meet with some resistance, at 
least at the time of the inception of 
such a program. Furthermore, there 
still may remain certain exceptional 
instances in which departure from 
such a general policy may be ad- 
visable. 

It is submitted however, that the 
adoption of such a method of fixing 
fees by public accountants gener- 
ally, in connection with services to 
non-profit institutions, would be ad- 
vantageous to the profession as a 
long-range policy. 
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here the completion of the 
addresses by the members, the 
chairman announced that the meeting 
was open to questions from the floor. 
The ensuing discussion was enliv- 
ened by interesting comments from 
Mr. Earle L. Washburn, auditor of 
New York University. The follow- 
ing are extracts from the discussion: 

A Member: Where you have funds 
for specific purposes and funds for 
general purposes, many of these be- 
ing too small to be invested speci- 
fically, and you follow the practice of 
investing all of your funds without 
allocating them to any specific in- 
vestment, what happens when you 
sell some of these investments at a 
loss. I would like to know what the 
general practice is as to transactions 
of that nature? 


Mr. Fageant: When you sell a 
consolidated investment, any gain or 
loss goes as a debit or credit to a 
separate account called Profit or 
Loss on disposition of investment 
securities. The result of the transac- 
tion does not affect the principal sum 
of any particular fund. It is carried 
as a separate item on the liability 
side of the balance sheet. 


Same Member: Would you have 
one profit and loss account for all the 
profits and losses from sales of such 
investments, or would you have a 
profit and loss account for each group 
of funds? 


Mr. Fageant: For each group of 
funds. The principal sums of these 
funds would not be affected until 
such time as all unrestricted funds 
would have been exhausted. 


A Member: In connection with 
drives for funds for specific purposes, 
expenditures are made, maybe for a 
drive manager, or for postage and 
stationery, and so on. I would like 


to know whether there is any criti- 
cism if the collections for such spe- 
cific purposes are used for these 
expenditures. 


Chairman Deutsch: I think there 
is no objection if the drive is made 
for operating funds. In large insti- 
tutions, where appeals for contribu- 
tions for the support of various ac- 
tivities are sent out regularly each 
year, the cost may be charged to an 
appeal and publicity account. At the 
end of the year the total cost is then 
pro-rated to the various activities in 
accordance with the amount of effort 
expended for each and included with 
the expenditure for each particular 
activity. 

A charitable organization, operat- 
ing a fresh air farm for the benefit of 
needy children who would not other- 
wise get out into the country, will 
send out a specific appeal to its con- 
tributors for funds to maintain and 
operate this farm. The so-called 
“fresh air appeal” may be made 
through the mails, by newspaper ad- 
vertisements and other means. The 
cost of the appeal may be charged to 
the appeal and publicity account as 
it is incurred, but at the end of the 
year it will be added to the expendi- 
tures made from the fresh air fund 
as a part of the general administra- 
tive cost apportioned to that activity. 

Mr. Washburn: I think that the- 
ory is sound. As a matter of budget- 
ing, however, it may be that the in- 
stitution would have an appropria- 
tion in its general budget for fund 
raising purposes, in which case it 
would not be necessary to assess the 
cost of fund raising to any activity 
for which a separate appeal may be 
sent out. 

A Member: Considering the pur- 
poses set forth in a deed of gift, or 
provisions of gift, is an institution 
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obligated to carry out the purposes 
to the letter under penalty of a later 
return of the gift or donation? If the 
purposes of the gift are not carried 
out, should the liability to carry out 
the provisions be mentioned in the 
accountants report? 

Mr. Fageant: In my opinion, if it 
is possible to return the gift, and the 
donor is willing to accept it back, it 
might be a good solution. Otherwise 
the institution should, so far as 
humanly possible, adhere to the 
terms of the gift. If it cannot, it may 
seek a remedy in a court of compe- 
tent jurisdiction and possibly get 
relief. 

The failure to carry out the pro- 
visions of a gift or bequest should, in 
every case, be mentioned in the 
accountant’s report. 

A Member: I would like to know 
whether non-profit institutions actu- 
ally set up a reserve for depreciation 
on their books, whether that reserve 
is funded by allocation of securities 
and/or cash, and whether deprecia- 
tion is considered as an element of 
cost in determining unit figures and 
for statistical purposes. 

Mr. Fageant: Well sir, my own 
view is that an allowance for depre- 
ciation in such a case is unnecessary 
if not unwise, but I am very glad you 
asked that question, because the 
editor of my article had appended a 
note regarding this question of al- 
lowance for depreciation in non- 
profit institutions, which is highly 
controversial. I imagine that this 
room is probably divided fifty-fifty on 
the proposition, so I am very glad to 
be able to take this opportunity to 
read the editor’s note. I had stated 
in my paper that in ordinary circum- 
stances, probably the best plan is to 
let future generations provide funds 
for replacement of plant. The editor 
commented on this as follows: 

“The above paragraph should be 
regarded as an expression of per- 
sonal opinion. The subject of allow- 


ance for depreciation of plant and 
equipment used in the operations of 
non-profit institutions and especially 
those of whose income a consider- 
able portion comes from gifts is one 
on which a wide variety of opinions 
has been expressed. A final agree- 
ment on what may be regarded as 
good accounting practice has not yet 
been reached. As contrasted with 
the opinion above expressed, it is 
obvious that operating statements of 
hospitals and similar institutions 
which do not include allowance for 
depreciation of plant and equipment 
do not reflect the full cost of the 
service rendered by them, excepting 
to the extent that the cost of replace- 
ments otherwise chargeable against 
depreciation reserves are absorbed 
in expenses.” 

As against that statement by the 
editor, | would say that in a good 
many cases institutions receive gifts 
which they use to erect buildings and 
to equip them with plant, and so 
forth, and it hardly seems to me that 
there is any cost to the institutions 
by way of depreciation of something 
which they have received as a gift. 


Chairman Deutsch: I think that is 
very true. If you are operating a 
building received as a gift there is no 
depreciation, because you have no 
actual cost, but when property is op- 
erated on a business basis, then you 
have an entirely different proposi- 
tion. The various groups of non- 
profit organizations are not alike in 
their operation. 

In the case of a hospital it may be 
essential to know the amount of de- 
preciation in order to get a true pic- 
ture of the cost of operation. On the 
other hand, in the case of a church 
practically no one ever gives a 
thought to depreciation. 

Mr. Washburn: Mr. Chairman, I 
might add one or two points to that 
discussion which perhaps might be 
of interest. Mr. Fageant brought out 
the fact that a building having been 
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donated, it would be difficult to write 
off depreciation against the gift, 
which cost nothing except, perhaps, 
the expense of raising the fund. It is 
generally conceded with all kinds of 
institutions that they operate on a 
cash basis. That is almost inevitable. 
A further theory is that the money 
which is received should be expended 
upon those who pay it in, whether it 
comes by gift or by payment for 
services rendered. 

Therefore, no allowance for de- 
preciation can very well be taken into 
account. Otherwise the donors of 
funds for services would be paying 
for the future replacement of the 
building. When devoted to chari- 
table purposes, buildings do not de- 
preciate very rapidly if they are 
properly maintained through the 
budget, and the fact that the build- 
ing has been received from a donor 
as a gift does not place upon an in- 
stitution any obligation to maintain 
it forever. If the building wears out 
it will probably be replaced through 
new donations. 

Where there is property held as an 
investment, however, it is reasonable 
to conceive that a reserve for depre- 
ciation should be created out of the 
income from such property. Also, 
a power plant is quite a depreciating 
asset, and while it is possible to 
raise money for a memorial gym- 
nasium or a memorial library, it is 
very difficult to raise funds for a 
memorial power plant. It would 
probably be advisable in the case of 
a power plant to set aside a reserve 
for replacement, at least of the gen- 
erating machinery where the insti- 
tution produces its own power. 

There is one other observation 
with regard to the investment of 
funds in dormitories, a practice fol- 
lowed by many institutions. Dart- 
mouth carries a very large invest- 
ment of endowment funds in dormi- 
tories, and Byrn Mawr very recently 
diverted some of its endowment 
funds to the erection of a dormitory. 


In both cases there is a very limited 
enrollment and at Dartmouth par- 
ticularly the students can find few 
lodgings away from the campus, 
so that the college is almost assured 
of income from the investment. In 
these cases I would say also that 
there should be a reserve for depre- 
ciation to protect the funds invested 
in buildings and equipment. 


A Member: Where property of a 
substantial amount is donated, such 
as a completely furnished room in 
a hospital or, perhaps, an altar in- 
stalled in a chapel, without the ex- 
penditure of any money on the part 
of the institution, what is the general 
practice as to establishing a value 
on the property so donated ? 


Chairman Deutsch: I think the 
practice varies with different insti- 
tutions. In one case a chapel donated 
to a charitable institution which 
insured it for $75,000.00 was set up 
on the books at one dollar. An organ 
was installed by the congregation in 
another chapel operated by the same 
institution and set up on the books 
at the full cost to the congregation. 
These are the two extremes in my 
experience. What has been the ex- 
perience of other members? 


A Member: I recall an instance 
where an organ was donated and the 
management actually had an ap- 
praisal made of this organ and set it 
up on the books at the appraised 
value at the time of its installation. 


Mr. Washburn: It is customary 
in institutions, so far as I know, to 
carry all items at cost. Of course 
if the donor did not wish to disclose 
the cost, then the only way to deter- 
mine it, if the institution wished to 
find out, would be to have an ap- 
praisal made. 

It is customary to carry books in 
the libraries at one dollar a volume, 
on the theory that while obsoles- 
cence may attack some of the books, 
the other books increase in value 
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with the passing of time, and that 
one might be presumed to offset the 
other. 


A Member: I had an experience 
at a country club, where a building 
with a squash court and complete 
equipment was donated to the club 
by two members, who refused to say 
what it had cost them. The board 
of directors nevertheless made an 
estimate of the cost and set that es- 
timated figure up on the books. 


A Member: Ifa mortgage having 
a face value of $80,000.00, being past 
due and not paying interest, were 
received by an institution as a gift, 
would it set up this gift at 


$89,000.00 ? 


Mr. Fageant: I think the only 
thing you can do is to record it at 
the face amount and also show it at 
that figure on the balance sheet, but 
the report should fully disclose the 
pertinent facts as to the principal 
and interest in arrears. 


Chairman Deutsch: If the insti- 
tution makes it a practice to appraise 
gifts of this nature, I think whatever 
action the board takes would be 
governing. 

Mr. Fageant: Oh yes, as long as 
they have a good basic policy, I sup- 
pose it is all right to follow it, but 
probably the best policy to follow 
is to use the face amount. 


Same Member: If you should 
then sell the mortgage, you would 
have a terrific loss. 


M:. Fageant: You have got to 
take that into account when you ac- 
cept the gift. If the donor has no 
desire to establish a fund of, say 
$80,000.00, you probably can leave 
the value in abeyance until after 
you have disposed of the mortgage, 
and then set up a fund in the amount 
realized from the sale of the mort- 
gage. But if the donor wishes to 
establish a fund of $80,000.00 and 
wants to give you a poor or worth- 


less mortgage of $80,000.00, the ques- 
tion arises as to whether the gift 
should be accepted at all. If an in- 
stitution should accept such a gift 
unwisely at $80,000.00 and establish 
a fund of $80,000.00 the subsequent 
loss could not be applied against the 
fund, because it has agreed with the 
donor to establish, say, a memorial 
fund of $80,000.00. 


Mr. Marks: Some organizations 
that have suffered a drastic shrink- 
age in the value of their securities 
have reduced the value of their se- 
curities on the books. For instance 
the American Red Cross received a 
large block of International Tele- 
phone and Telegraph Company stock 
years ago when -it was selling very 
high. It was placed on the books at 
the then prevailing market value. 
Recently the trustees of that institu- 
tion approved the writing down of 
this large block of stock to a price 
which they thought represented a 
fair market value, and wrote the loss 
off against their endowment funds. 


Chairman Deutsch: Was the gift 
unrestricted or a specific endow- 
ment ? 


Mr. Marks: It was an _ unre- 
stricted gift, from an individual, 
which they added to the general en- 
dowment fund. 


Mr. Washburn: At the risk of 
precipitating an argument, I would 
like to know just what is accom- 
plished by that. The institution is 
interested primarily in the continu- 
ity of income, because it is on the 
income from any investment that the 
maintenance of the budget depends. 
The market value or the book value 
at which the security is carried is 
relatively insignificant. 

The whole investment could be 
carried at one dollar and serve an 
equally good purpose. It is the in- 
come from that investment in which 
the institution is interested. 
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Chairman Deutsch: Perhaps the 
members of the board of an institu- 
tion showing a return of, say, two 
per cent on its investment instead 
of two and three quarter per cent 
would be tempted to reduce the book 
value of the investment, so that the 
return on its investment would be 
more in proportion to that of other 
institutions of a similar nature. 


Mr. Washburn: The board then 
is only taking credit for something 
they are not entitled to. In other 
words, the continuity of income is 
the thing to be desired. The rest is 
simply a matter of bookkeeping. 


Mr. Marks: Organizations issu- 
ing annual reports listing the orig- 
inal book value of their securities 
will show what might be called an 
inflated figure for their endowment. 
These reports are read widely and 
somebody will say “Well, the Amer- 
ican Red Cross has an endowment of 
eighteen million dollars. I see it on 
their balance sheet.” 

Actually, the investment of the 
endowment is worth only six million 
dollars. If these securities were 
sold, a loss of that difference would 
be realized. 


Mr. Washburn: The loss should 
be written off only when actually 
realized. I do not believe that any- 
thing is to be gained by continually 
juggling the book value of assets. 
Recognizing an unrealized loss, they 
might just as well record an unreal- 
ized gain, and that has been done to 
the detriment of the endowment ac- 
count of many institutions. 


A Member: Of course, in all re- 
ports they should give the market 
value of the securities as of the date 
of the report. 


Chairman Deutsch: Then you 
have an embarrassing situation for 
the board of the previously men- 
tioned institution which is respon- 
sible for investments of eighteen 


million dollars which now have a 
market value of six million dollars. 


Mr. Washburn: You can read the 
reports of any number of endowed 
institutions that have been published 
in the last two or three years and 
you will find that situation in every 
one. They all recognize it and no 
one pays any attention to it. 

During the years when we were 
still on the gold standard, back in 
the twenties, there were many pooled 
funds which had a huge unrealized 
profit. Some of the donors to the 
older funds in the pool suggested 
that it would be wise to recognize 
that unrealized profit, because, these 
donors said, new funds coming in 
should not be admitted at a par 
with the old funds which had ac- 
cumulated a large unrealized profit. 
The unrealized profit was actually 
distributed to the individual funds 
in one or two cases that I know of. 
And what happened then? We came 
upon the evil days of 1930 to 1933, 
and the unrealized gain became an 
actual realized loss, and those in- 
stitutions which had written up their 
funds had to either write them down 
or establish a new pool. One of the 
largest institutions in the country 
had to establish a new pool for the 
admission of new funds, and that is 
another argument against the con- 
tinual juggling of the amounts of 
the donations to record an unreal- 
ized gain or an unrealized loss. 


Mr. Fageant: It was very unwise 
of them to do it. The duty of the 
institution to the donor is to keep 
intact the principal sum of the fund, 
not to decrease it, and they have no 
obligation to increase it. 


Chairman Deutsch: I would like 
Mr. Fageant to answer this question. 
If you have pooled your endowment 
funds and substantial losses have 
been realized on the investment as 
a result of switches made in your 
portfolio leaving, say, seventy-five 
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per cent of the original total of the 
funds intact, do you still keep on 
carrying the loss on the endowment 
on the other side of the balance 
sheet ? 


Mr. Fageant: No, | think when 
you have a substantial loss you want 
to consider getting rid of it. If you 
have got enough current fund sur- 
plus you may apply it there, and if 
you have sufficient unrestricted 
funds functioning as endowment the 
loss should be charged against these. 
Leave your endowment funds intact 
and get rid of the loss. There can 
be no criticism of these two methods. 


Chairman Deutsch: Personally, 
I feel that endowments should to 
some extent stand by themselves. 
If they are invested, we will say, in 
securities legal for trust funds, and 
losses do occur, I don’t know 
whether it is necessary to charge 
unrestricted funds or the ordinary 
operating surplus, if there is any, 
with such losses. 


Mr. Fageant: I feel very strongly 
that, once established, the amount 
of an endowment fund, which is a 
perpetual fund, a permanent source 
of support to the institution, should 
be kept intact, as long as it is hu- 
manly possible. 


Mr. Washburn: While the board 
of trustees of an institution may 
appropriate general fund income, or 
surplus, or any unrestricted gift or 
bequest, to cover the loss that they 
may have sustained in their invest- 
ment portfolio, there is a question 
of whether they should do so or not. 
[ agree entirely with Mr. Fageant 
that it can be done, but whether it 
should be done is something else, 
because if you take money away 
from the general fund surplus, or 
from the general fund income, you 
are depriving the inmates of the 
institution, or the: students of an 
educational institution, of money 
that should be expended upon them. 


Mr. Fageant: There is always a 
question, as you say, sir, about your 
duty to the present generation in 
contrast to your duty to the future 
generation, and it seems to me that 
you have to adopt a kind of an atti- 
tude such as: “Well now, we are 
going to do what we can for the 
present generation, but we must give 
a little thought to the future gen- 
erations.” 

It is a kind of a balance between 
the two. You should have both in 
mind. Of course, in the olden days, 
not so very many years ago, the 
whole question was the future, never 
mind about the present. In the case 
of estates of deceased persons, as 
between the life tenant and the re- 
mainderman, the viewpoint is now 
changing, and the present generation 
is receiving more consideration. 


Chairman Deutsch: [| heard from 
the superintendent of a large reli- 
gious institution that at a meeting 
he attended the idea was put forth 
that while endowment funds are de- 
sirable to have, after all, God’s work 
should be carried on at the present 
time and never mind about keeping 
up the endowment. Be sure to have 
enough funds to carry on God’s 
work now and the next generation 
will take care of it after that. 

Now, that is not a generally ac- 
cepted idea, but... 


Mr. Washburn: It is the prevail- 
ing idea, though, because you can 
observe the procedure of many of 
the larger charitable trusts, such as 
the Rockefeller Fund and others, 
which are now devoting all their 
funds to current purposes rather 
than to capital purposes, and they 
are gradually distributing the prin- 
cipal for research projects, etc. which 
have a short life. 


A Member: In some religious in- 
stitutions we have pledges made by 
the contributors. They have been 
partially met and the unpaid _ bal- 
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ance remains on the books without 
definite action by the directors. 
What policy should the accountant 
follow regarding unpaid pledges? 


Mr. Wildbrett: There are two 
methods of handling pledges, I be- 
lieve. One is to record them on the 
books as assets at the time they are 
received, and to set up a reserve for 
non-collection of pledges. The other 
method which is considered to be 
perhaps more conservative, is not 
to enter the pledges as assets until 
they have actually been collected in 
cash. 


A Member: In the case of insti- 
tutions operating on a cash basis, do 
you think it advisable, either in the 
certificate or as a note to the balance 
sheet, to indicate the fact that the 
institution is on a cash basis, there 
being residuary estates in which the 
institution may have an _ interest 
eventually, contingent liabilities in 
addition to the ordinary adminis- 
trative expenses not yet approved, 
and accrued interest on investments? 


Chairman Deutsch: I don’t think 
so, because your report would indi- 
cate whether the institution was op- 
erating on a cash basis or on an 
accrual basis. Any residuary or con- 
tingent bequest.which the institu- 
tion will or may eventually receive 
should be carried in the legacy book. 
The larger institutions are practic- 
ally never on a pure cash basis. It 
is not customary, I believe, to accrue 
interest on investments in charitable 
institutions in general. What do 
you do in the schools, Mr. Wash- 
burn? 


Mr. Washburn: We don’t give 
anv attention to what you might 
call setting up the investment issues 
on a scientific basis. We don’t ac- 
crue any interest, because, being 
more or less on a cash basis, any 
income that is unapplied is simply 


carried forward to the next year 
anyway, so there is no particular 
advantage in accruing interest. 

We do at the close of our fiscal 
year set up outstanding charges 
against various budgetary appropri- 
ations where the bills for outstand- 
ing orders issued by the budget 
department have not yet been re- 
ceived. We include interest on bor- 
rowed funds. 


A Member: Appraisals made by 
an insurance company of the prop- 
erties of two institutions showed 
values in excess of the amounts car- 
ried on the books. One institution 
increased the book value of the plant 
to the amount of the appraisal. The 
other institution disregarded the 
value that was set by the insurance 
company and did not increase the 
book value. Which institution do 
you think followed the better course? 


Chairman Deutsch: As was said 
before, the value of the assets that 
are used for the purposes of the 
institution is not very material. If 
the board of trustees places a certain 
value on such assets, I as the ac- 
countant would not question it un- 
less it were something way out of 
line. 

If the board feels that a_ reap- 
praisal of the property should be 
made and adjusts the value of its 
operating plant, it may be advisable 
to comment on the action in your 
report. 

If you increase the value of your 
assets, you increase the amount of 
your plant fund. If you decrease 
them in value the plant fund will be 
reduced by the amount of the de- 
crease. What is more important is 
that the gifts made to the plant fund 
be kept intact. It is the duty of the 
board to keep a permanent record of 
all the gifts that are received by the 
institution. 
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Atkins, Harold B. 
Peterson, Wm. H., Jr. 
Trainor, James A. 


Inventory Methods 

Kassander, Arno R., Chairman 

McCann, George B., Vice Chairman 
Halsey, Crawford Cook 
Hofmann, Henry Richard 
Kunkel, John 
McGlinchy, Frank Cornelius 
Pelzer, Otto S. 


Monthly Audits 

Kahn, Sidney B., Chairman 

Sandler, Joseph, Vice Chairman 
Block, Max 
Chan, Stephen 
Fox, Paul 
Grossman, Daniel 
Karasick, Abraham S. 
Moll, Arthur B. 
Schenkel, Raymond 
Seidman, Lawrence J. 


Committees Dealing With Problems Pertaining to 
Special Types of Business 


Accountants’ Office Procedure 


Greenberg, Benjamin, Chairman 
Cashin, James M., Vice Chairman 


Ankers Raymond G. 
Chan, Stephen 
Dobson, Ray Robinson 
Pavony, Abraham 
Priester, Gertrude 


Automobile Dealers’ Accounting 


Oldehoff, Alfred Wm., Chairman 
3aumgartner, Arthur Geo., Vice Chairman 


Carson, Edward G. 
Donohue, William L. 
Wells, Julius Franklin 


Bank and Trust Company Auditing 
Barnstead, Lloyd A., Chairman 


Oehler, Christian, Vice Chairman 


3allard, George T. 
Bauman, A. Robert 
Freedman, George M. 
Judd, Orrin R. 
Makay, Alexander F. 
Martin, Edward J. 
Merriwether, Duncan 
Sanborn, John W. 
Schaedle Robert C. 
Smith, Harold W. 
Suffern, Philip S. 


Beverage Accounting 


Vasoll, Herbert H., Chairman 
Kortjohn, Martin F., Vice Chairman 


Anchin, David C. 

Apfel, S. H. 

Gowan, Thomas Francis 
Halboth, Henry C. 
Hannon, Raymond J. 
McKane, Denton 
Rosenbloom, Harry 
Shair, Leonard A. 
Tomicki, John T. 


Brokerage Accounting 
MacRae, Murdock Norman, Chairman 
Haggerty, Vincent B., Vice Chairman 


Brown, Thomas W. 

3ruell, Frederick M. 

Dassau, John 

Devine, David Francis 
MacLachlan, Murdoch Wright 
O’Brien, James C. 

Sohn, Maurice I. 

Todman, Frederick S. 
Wulfing, Frederick W. 
Zimmermann, Karl R. 


Build'ng and Loan Association Accounting 
Voelker, Bernard H., Chairman 
Hughes, Charles L. 
Krohn, Theodore 
Muschett, Ralph Willmore 
Westervelt, Benjamin E. 
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Technical Committees 1939-1940 


Carriers by Water 
Ganly, Milton L., Chairman 
Pierce, Roy Franklin, Vice Chairman 
Fedde, A. S. 
Gruhn, Jerome 


Clothing Manufacturing Accounting 
Greenspan, A. Albert, Chairman 

Carmel, Philip 
Eolis, Alexander L. 
Federgreen, Sol 
Frendel, Max W. 
Heimowitz, Joseph 
Jacobson, Samuel J. 
Janis, George N. 
Jonick, Joseph L. 
Landau, Fred I. 
Peyser, Michael 
Sohn, Maurice I. 


Contractors’ Accounting 

Rea, George, Chairman 

King, Harold S., Vice Chairman 
Abagnale, Roy M. 
Eisenstein, Edward H. 
Jaffe, Herman 
Kipnis, Leon 
Leister, Mortimer A. 
MacDonald, J. D. 
Nicklas, C. Aubrey 
Tusa, Frank G. 
Wandmacher, F. Cornelius 


Dairy Industry Accounting 
DeMond, Chester W., Chairman 

Beckwith, Barrett J. 
Bradley, Walter Lauren 
Farrington, Howard F. 
Gitter, William 
Harrison, Walter James 
Heller, Samuel 
Howard, Hamilton 


Governmental Accounting 

Penny, Everett J., Chairman 
Andrews, T. Harlow 
Auld, George P. 
Donaldson, William R. 
Glick, Edward J. 
Mullen, Francis Nicholas 
Oldehoff, Alfred Wm. 
Rhyne, William C. 
Toepfer, J. Ralph 


Hotel Accounting 
Ruel, Rudolf Peter, Chairman 
3ermack, Charles K. 
3uehler, Edward Joseph 
Ewart, Hugh, Jr. 
Fink, Max 


Hogan, Thomas Joseph 
Howorth, James W., Jr. 
Jacobs, Justin 

Nutt, George S. 

Toth, Louis 

Youngberg, Oscar J. 


Insurance Companies Accounting 

Smith, Walter F., Chairman 
Bacas, Paul E. 
Dolowitz, Alexander 
Dowling, Wm. Francis 
Dreifoos, Bernard H. 
Enthoven, Edward J. 
Voelker, Bernard H. 


Investment Trusts 
Niven, George E., Chairman 
Prankard, Harry Irving, 2nd 
Vice Chairman 
Cogan, Thomas J. 
Eyre, William 
Kaufmann, Jesse F. 


Mining and Smelting Accounting 
Halsey, Crawford Cook, Chairman 
Morse, Harold S., Vice Chairman 

Carson, Edward G., 
King, Harold S. 
O’Hare, Henry A. 
Wills, Irving A. 


Non-Profit Institutions Accounting 
Haller, Frederick J., Chairman 
Wildbrett, Ernest R., Vice Chairman 

Bronner, Frank J. 

Crean, Raymond B. 

Deutsch, Alexander M. Francis 
Hopkins, Frank L., Jr. 
Koenig, Albert 

Marks, Joseph A. 

Nicholson, Howard P. 

Seebe, Roger A. 


Petroleum Industry Accounting 
Davey, Leonard S., Chairman 
Miller, James D., Vice Chairman 

Cipriani, Alfred B. 
Golinko, Jerome I. 
Shapiro, Richard 


Public Utilities Accounting 

Seebe, Roger A., Chairman 

Cremer, George S., Vice Chairman 
Campbell, Hilton Rowley 
Dyson, Charles H. 
Fish, Nathaniel L. 
Geekie, George 
Krahe, Lester A. 
Lawless, Francis T. 


Madden, John T. 
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Real Estate Accounting 
George, Allan C., Chairman 
3ank, Mac Albert 
Crafts, J. Andrew 
Elson, Benjamin L. 

Fink, Max 

Grover, Ralph Ferson 
Levine, Leonard 
McGirl, John J. 
Mishkin, Sidney 
Sloame, Milton Leon 
St. John, Newton D. 
Woods, J. B. C. 
Zabelle, Maxwell 


Restaurant Accounting 
Brodner, Joseph, Chairman 
Nutt, George S., Vice Chairman 
Borow, William K. 
Herzig, Louis C. 
Vlahos, Athan. D. 
Wassner, Benjamin 


Wunderly, Ernest E. 


Retail Accounting 


Teich, Maurice, Chairman 
Barrett, Francis, Vice Chairman 
Caplan, Percy I. 
Evans, Herbert G. 
Fredrikson, Eric A. 
Lese, Walter A. 
Schur, Ira A. 
Taylor, Edward J. 


Textile Accounting 


Hertz, Saul C., Chairman 
Cohen, Samuel 
Ellenoff, Frank 
Goldring, Alexander 
Kauffman, Joseph 
Kriete, George O., Jr. 
Lipsitz, William 
Neuwirth, Benjamin 
Rhyne, William C. 
Siegel, Louis 
Simon, J. Lewis 
Weinstein, Irving 


Committees Dealing With Taxation 


Federal Taxation 
Byerly, Francis P., Chairman 


Salvatore, Nicholas, Vice Chairman 


Austin, Maurice 
Bergman, Nathaniel B. 
Claghorn, George C. 
Harman, Frank S. 
Horne, Henry A. 
Marvin, J. Arthur 
Meyer, Charles 

Mills, Leslie 

Rolnik, Max 

Ross, Nathan F. 
Seidman, Jacob Stewart 
Williams, Walter Edward 


State Taxation 

Mattersdorf, Leo, Chairman 

Grund, Benjamin, Vice Chairman 
Bischoff, Harold E. 
Getz, Joseph 
Harrow, Benjamin 
Hurdman, G. Charles 
Marvin, J. Arthur 
Sack, Isidor 
Salvatore, Nicholas 
Woods, J. B. C. 


Municipal and Local Taxation 


Austin, Maurice, Chairman 
Weisbard, George L., Vice Chairman 
Gordon, Arthur D. 
Hecht, Charles 
Kaplan, Samuel 
Nelson, Arthur R. 
Price, Leonard 


Tunick, Stanley B. 


Social Security 


Hall, W. Vincent, Chairman 

Mendes, George A., Vice Chairman 
Allen, Robert T. 
Andrews, J. Harlow 
Ditmars, August G. 
Getz, Joseph 
Lawless, Francis T. 
Mattersdorf, Leo 
Smith, Edward Clifton 
Westerman, Reuben 
Willvonseder, Ernest 
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RED CROSS ROLL CALL 


November 11-30, 1939 


Your memberships given NOW assure aid to war sufferers, 
disaster relief, Braille for the blind, care of needy or disabled 


veterans, and First Aid and Life Saving training. 


Send Your Memberships to: 
ACCOUNTANTS GROUP 


NEW YORK CHAPTER AMERICAN RED CROSS 


315 Lexington Ave., New York 
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